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A persistent upthrust of green stalks 
pushes to unfold into daffodils, nar­
cissus and petite grape hyacinth in the 
parks of our great cities. Crocus are an 
overnight miracle of gold and purple at 
suburban doorsteps; we leave them 
reluctantly as we hurry off to work and 
the fresh morning air fills us with zest in­
stead of shivvery shudders. After the 
worst winter in our national history the 
sun again warms the earth.
In the perennial greening we see, or 
choose to see, only a renewal of life’s 
loveliness. Yet immortality is seeded 
within the strangler fig as well, and the 
hatchlings of hawks will have the same 
predatory eyesight as their forebears. We 
can accept the balance and purpose for 
everything, even the snake, in the 
ecological Garden of Eden but in the 
terrain of our own society we find some 
threats that are too close, too personal, 
and as fiercely menacing as they are 
renascent. We steadfastly resist, for in­
stance, everything that encroaches on 
our own dignity. A case in point is the 
invasion of our privacy.
Traditionally our home has been our 
castle, sacrosanct and inviolate, and un­
til recently the data about our bank 
balances and our income has been ac­
corded the same privilege of privacy as 
our homes. Generations of people have 
looked out from secure thresholds each 
Springtime at a recurrence of blooms 
along the paths to their doorways, but 
just as surely as neglected flowers can be 
suffocated by weeds so, from time to 
time, our social taboos of privacy are 
flouted by despots who seduce us when 
it is convenient, or seize from us when it 
is expedient.
Our despot is the computer. It has 
promised the good life, the efficient 
world, and the promise has come true 
for thousands and thousands of our 
senior citizens whose social security 
checks appear with predictable regular­
ity on the third day of each month. Other 
thousands of clerical workers around 
the world have been freed from tedious, 
repetitive slavery with figures. It has not 
been an unadulterated ecstasy, though. 
The computer proposition does have its 
rough edges, including those never­
ending subscription reminders and the 
relentless efficiency of the Internal 
Revenue Service. Nevertheless, it has 
been a seductive process and before long 
we found that our seducer had not only 
the key to our dividend checks but also 
the key to our bank account, to our 
medical records, and to the very closet 
where we keep the family skeleton. The 
computer data bank knows all. And the 
computer data bank can tell all that it 
knows, in total defiance of every 
professional/client confidentiality.
It is an old, old trick, spying on the 
citizenry. An ageless grotto, cool and 
deeply mysterious, looks out on the 
hillside near Siracusa in Sicily. There, 
the whispered secret sinks into stone 
walls of the cavern but slyly emerges in a 
perfect echo at the hilltop sixty feet 
above and out of hearing of the 
whisperers below. Dionysius, the very 
prototype of the tyrant, imprisoned his 
political foes in that deep grotto and 
then listened up top to what they said to 
each other. He did not need the all- 
seeing eyes of the computer scanner. He 
had the Ear of Dionysius.
The temptation to spy is as perennial 
as the thistle or the poison ivy, and the 
facility of computers to spill out their in­
formation is just as frightening as that 
treacherous Sicilian grotto. To stem the 
danger, at least partly, the Privacy Act 
of 1974 precluded the damaging, in­
discriminate outflow of information 
stored in the computers of federal 
government agencies. It established the 
agencies as guardians and made them 
responsible for the integrity and the 
security of the data in their files.
“Privacy is a bipartisan cause,” said 
President Ford. It is also a cause that ex­
tends well beyond the banks of the 
Potomac and into the domain of state 
and sub-state agencies. One by one they 
are developing legislation to nurture 
that cause, and compliance with the 
emerging laws will be very costly for 
data processors regardless of whether 
they are processing medical records or 
accounting data. The article that follows 
details some of the inherent costs and 
problems. They will give pause to even 
the most intrepid processors, but ignor­
ing the threat to privacy would be even 
more expensive both in money damages 
and in the assault on human dignity. 
Privacy is one of our implied freedoms, 
and it will be preserved.
Under the sunlit skies of this so 
welcome Spring we observe the 
blossoming of our technological age and 
note that, with luck, we can escape the 
Orwellian fate. The year is very close to 
1984 but we are not, nor are we apt to be, 
enslaved by abusive use of the dossiers 
of information that our computers can 
collect. The threat existed once, but it is 
being controlled. The garden is being 
weeded and we can look to another 
Springtime of growth.
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Privacy Acts — 
Implications For Data 
Processing Managers
Thomas W. Lelievre, CPA, Ph.D
Thomas W. Lelievre, CPA, is Associate 
Professor of Accounting at the University of 
Cincinnati. He earned his B.S., M.S., and 
Ph. D. degrees at the University of Alabama.
He is a member of the AICPA, the 
Alabama and Ohio Societies of CPAs, and 
has contributed to various professional jour­
nals and publications.
When Susan’s 1971 and 1972 personal 
canceled checks were accidentally 
destroyed, she needlessly worried about 
what she would do if she ever needed 
them. She was unaware that the bank 
had microfilmed both sides of the 
checks before they were returned to her. 
For a nominal fee she could get a copy of 
any transaction in her bank account. 
Banks keep such records for a period of 
five years.
If Susan can request and get copies of 
her bank transactions, can others also 
get such information? They surely can. 
Do others need Susan’s approval for 
access to such highly personal infor­
mation? They do not! The courts have 
ruled that the information is part of the 
records of the bank. They have in effect 
said that by the use of bank checks we 
have opened up the details of our private 
lives to unknown investigators. Since 
the records are the property of the bank, 
Susan has no control over their use. The 
Internal Revenue Service and other 
governmental agencies have access to 
this information through the use of ad­
ministrative subpoena.
An administrative subpoena can be 
issued by certain governmental agencies 
without any court action or any 
notification to the individual. In fact, 
such subpoenas are used to obtain 
records on entire groups of people. A 
major airline was asked for a list of all 
persons making pilgrimages to one of 
the gambling centers. The Government 
was merely fishing for unreported 
gambling winnings.
Because of its computer a bank in a 
major city even knew which of its 
customers paid a hooker the previous 
night.1 The bank had installed one of the 
outdoor machines that allowed 
customers to withdraw money at any 
hour of the day or night. The computer 
records the time that the transaction oc­
curred as well as the amount. The bank, 
alarmed to discover a strange flurry of 
withdrawals between midnight and 
two a.m., feared it was getting ripped 
off. Investigators discovered that the 
bank was “convenient to a red-light dis­
trict,” and that customers were stopping 
for cash en route. On another front, an 
official in an Eastern city was astounded 
to be shown a photostat of his check 
written to a lady of the night for services 
rendered. The massage parlor was the 
subject of the investigation - not the city 
official.
Information stored on numerous 
magnetic tapes can invade the privacy of 
every American. All that is needed in 
many instances is the entering of a social 
security number into an access terminal. 
The thought of the unraveling of life 
histories for indiscriminate purposes 
has generated vast unease among a wary 
public.
Many are also rightfully concerned 
about the validity of some personal in­
formation in dozens of different com­
puter files and the improper use of even 
the valid information. In the midst of 
potential abuse, what steps have been 
taken to (1) curtail the collection of this 
data, (2) insure the validity of the data, 
and (3) control the use of the stored 
data? The balance of the article ex­
amines some of the governmental and 
private efforts to meet the brewing 
problems. The following are discussed: 
The Privacy Act of 1974, The Commis­
sion on Privacy, various state laws, and 
activities of private agencies such as the 
AICPA and the Data Processing 
Management Association.
Past and Pending Legislation
The Privacy Act of 1974 (Public Law 
93-579) poses challenges to data 
processing executives in U.S. Federal 
agencies. One challenge comes from the 
meanings of the words “relevance,” 
“integrity,” “accuracy” and “security.” 
This same challenge and others will 
probably confront the remaining public 
and private sectors in the U.S. in the 
next few years. The 1974 Act only 
applied to federal agencies, but legisla­
tion is being introduced at both federal 
and state levels that would extend 
similar provisions to all public agencies 
and private concerns. One formidable 
challenge that will meet private users is 
that of formulating feasible plans to 
meet not only the problems already fac­
ed by federal agencies, but also, and 
possibly the greater challenge, problems 
in the area of cost-benefits.
The Privacy Act provided for a 
Privacy Protection Commission. The 
members of this commission were ap­
pointed in 1975 and will address the 
question of whether “privacy” legisla-
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tion should be passed to restrict the use 
and collection of personal information 
by businesses. This commission expires 
in June, 1977.
The Department of Commerce is 
gathering information through a survey 
designed to determine where possible 
problems exist and whether the legisla­
tion should be extended to private con­
cerns. Its questionnaire seeks to fill the 
information void with regard to the 
cost-benefit ratio, the disruption of es­
tablished business practices, and the 
possible adverse effects on consumer ser­
vices. This survey should provide infor­
mation to Congress for use in further 
privacy legislation.2
The Fair Credit Reporting Act is the 
principal Act of Congress affecting the 
private sector’s collection and use of 
personal information. Representatives 
Koch and Goldwater introduced a bill in 
the 94th Congress, HR 1984, that would 
broaden and expand the provisions of 
the Privacy Act to cover private 
businesses, state, and local 
governments. HR 1984 sought to extend 
to the private sector laws controlling the 
use of computer data concerning private 
citizens. It was “a strict, tough” bill 
patterned after the Privacy Act of 1974. 
It covered all manual and automated 
data systems which “describe, locate, or 
index anything about an individual, 
regardless of whether the system is 
private or public.”
After the introduction of the Koch- 
Goldwater bill, DPMA (Data Process­
ing Management Association) spon­
sored a symposium on the Impact of 
Privacy Legislation in Washington in 
May of 1975. Feedback indicated that 
implementing the act in the form of its 
introduction would be “over- 
burdensome, not cost effective, and 
almost too obtrusive to the point of 
becoming detrimental not only to 
business but to the consumer himself.”3 
The bill was not passed by the 94th Con­
gress, but the sponsors hope for enact­
ment of a similar measure in the present 
session of Congress and believe that the 
essential points will eventually become 
law. However, it appears that Congress 
will not act until after the privacy com­
mission makes its report in 1977.
Other proposed federal legislation 
(drafted by a House Judiciary subcom­
mittee) includes a new privacy protec­
tion bill covering police departments 
and similar data banks. One section of 
the proposed bill is devoted to “secon­
dary use.” It limits what can be done by 
organizations and individuals with 
dossier data they obtained from law en­
forcement agencies. Previous bills 
attempted to control secondary use only 
by limiting access to data bank files.
Various bills are appearing in state 
legislatures. Data Management (April, 
1976) reports the introduction of such 
legislation in California and Minnesota. 
S.B. No. 99 was passed in the regular 
session of the 111th General Assembly 
of the State of Ohio and became law on 
July 21, 1976. This bill “regulates the use 
of personal information by state and 
local governments and requires 
governmental and private computer 
systems to give public notice of its ex­
istence, to protect the privacy of in­
dividuals from excessive record keeping 
by government.” More than 125 bills to 
protect privacy are pending in various 
legislative bodies.4 Since the thrust of 
this paper concerns problems arising 
from Privacy Acts, only the provisions 
of the federal act will be discussed. This 
decision arises from the belief that 
future acts will probably contain similar 
provisions, but would extend to all 
governmental agencies and private sec­
tor concerns.
Quotes From the Privacy Act of 19745 
1. The opportunities for an individual 
to secure employment, insurance, 
and credit, and his right to due 
process and other legal protections 
are endangered by the misuse of cer­
tain information systems (preamble).
2. Federal agencies (will).. . be subject 
to civil suit for any damages which 
occur as a result of willful or inten­
tional action which violates any in­
dividual’s rights under this Act 
(preamble).
3. Each agency... shall... establish ap­
propriate administrative, technical, 
and physical safeguards to insure the 
security and confidentiality of 
records and to protect against any 
anticipated threats or hazards to 
their security or integrity which 
could result in substantial harm, em­
barrassment, inconvenience, or un­
fairness to any individual on whom 
information is maintained.
4. Whenever any agency . . . fails to 
maintain any record concerning an 
individual with such accuracy, 
relevance, timeliness, and com­
pleteness as is necessary to insure 
fairness in any determination 
relating to the qualifications, 
character, rights, or opportunities of, 
or benefits to the individual that may 
be made on the basis of such record, 
and consequently a determination is 
made which is adverse to the in­
dividual . .. the individual may bring 
a civil action against the agency, and 
the district courts of the United 
States shall have jurisdiction.
The message of these quotes must 
become a concern of data processing 
managers. Agencies of the U.S. Govern­
ment are responsible for the integrity 
and security of the personal data in their 
files. The author predicts that similar 
laws will be drafted and enacted that will 
extend privacy legislation to state and 
local government units and to all private 
organizations. Thus, the challenge of 
meeting the integrity and security re­
quirements is here for all data managers.
Integrity and Accuracy of Data
Writing in the April, 1976 EDP 
Analyzer, Richard G. Canning dis­
tinguished between the integrity and the 
accuracy of data. He used accuracy to 
mean “conforming exactly to the truth: 
and integrity to mean “the data system 
does not inject error into the system.” 
Thus, the two words together would 
mean that the data is “undistorted by 
error.” However, if erroneous data is 
entered into the system, the system can­
not correct this, but acts with integrity if 
it does not inject more error into the 
data. Thus, the burden is on the 
organization to see that erroneous per­
sonal data never enters the system. To 
insure the integrity of the data the injec­
tion of error must be inhibited during 
the initial recording, transmission, 
processing and storage, as well as during 
the recovery process.
Errors can never be completely 
eliminated; each organization must find 
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its own error tolerance level. The big 
question is whether the tolerance level 
that is acceptable for operations is good 
enough to meet the demands of privacy 
for personal data. Errors made in finan­
cial data may be easily corrected; 
seldom are the reputations of in­
dividuals personally affected by such 
errors. Granted, persons may make 
financial investments of erroneous data 
and be monetarily hurt, but such losses 
can be compensated by damage awards. 
Erroneous information or the misuse of 
personal data puts an organization in an 
entirely different game; one that is 
played by entirely different rules. Even 
the rule makers are different: in the 
financial information area the Securities 
and Exchange Commission (SEC) is the 
principal regulator; the proposed 
national legislation would probably be 
regulated by a Privacy Commission; the 
Fair Credit Reporting Act by the 
Federal Trade Commission (FTC), and 
the proposed legislation covering the 
“secondary use” of information in data 
banks by the Justice Department.
Improving Data Integrity
The first step in improving data in­
tegrity might be to develop definitions 
for personal data. There are not any 
nationally accepted definitions as yet. 
Such definitions must be developed 
before national standards can be 
developed or applied. Such definitions 
should include the characteristics of ac­
curacy, relevance, completeness, 
timeliness, and verifiability. Once 
definitions are developed, a next step 
might be to review and possibly redesign 
the forms and procedures for collecting 
data. If some piece of data is not rele­
vant, its collection should be dropped. 
Outdated information should be 
deleted. For the protection of the 
organization, information that cannot 
be independently verified should be 
deleted. The entire process of data entry 
should be reviewed to improve the 
detection and correction of erroneous 
items, and to prevent their reentry into 
the system. The internal control system 
used for such data should be reviewed 
on a regular basis.
The FTC served notice that it would 
question data collection procedures 
when it filed a formal complaint in 
February, 1974, against the Retail 
Credit Company.6 The complaint ac­
cused Retail Credit of such violations as 
setting daily work loads so high that in­
vestigators had to falsify information to 
meet quotas and required investigators 
to file a percentage of derogatory 
reports to impress its customers. Also 
questioned was the problem of disclos­
ing the sources of information that 
entered the files. Disclosure of the 
sources of information is not presently 
required. Retail Credit insisted that the 
required disclosure of information 
sources would “seriously” impair the 
company’s investigations. Retail 
Credit’s problem areas were in 
preemployment and insurance in­
vestigations. Unlike the credit reports, 
where much of the information is 
available in public records, preemploy­
ment and insurance investigations in­
volve contacting an individual’s 
neighbors and business associates to ask 
questions about the subject’s life-style, 
financial and marital situation, and 
drinking habits. Critics insist that peo­
ple should have the right to see these 
files to correct what Ralph Nader called 
“backyard gossip.”
The question of the accuracy and in­
tegrity of computer programs must be 
considered, as well as the data itself. In a 
multi-programming job stream one 
program can change another program, 
and another program can change the 
data. Thus, a number of things should 
be reviewed concerning the way that 
personal data is stored and handled. 
One suggestion is that “dedicated equip­
ment” might be used for particularly 
sensitive applications, both for security 
and integrity. The feasibility of such an 
approach might be questioned since it 
might play havoc with integrated 
systems.
The problems of the real quality and 
relevance of data are separate from that 
of systems errors. The quality of data is 
measured by its accuracy, relevance, 
and precision. Data might be accurate 
but not relevant to the decision, or not 
relevant for multiple purpose use. Preci­
sion is an indicator of the repeatability 
of the measurements used in the deter­
mination of accuracy. It is the consisten­
cy (or lack of it) of one method of 
measurement repeated numerous times. 
“Precisions is affected by what is under 
the control of the decision maker - his 
operations of measurement transcrib­
ing, values of attributes, and the stabili­
ty of his processes.”7 Thus, the precision 
of information may differ between in­
vestigators due to different attitudes and 
procedures. This is usually referred to as 
interviewer bias. This lack of precision 
between investigators has no doubt add­
ed to the problems of credit reporting 
agencies. Canning restates the accuracy 
provision in the following way:8
the challenge of meeting the 
integrity and security re­
quirements is here for all data 
managers
Collect information from a variety of in­
dependent sources, including the data sub­
ject, when the information may result in 
adverse determinations about the in­
dividual’s rights, benefits, and privileges. 
Moreover, these sources should be chosen 
on the basis of most likely disagreement. 
Then indicate the estimates of accuracy and 
precision for each data item recorded about 
the individual.
Security of Data
Data security is the safety of data 
from accidental and/or intentional but 
unauthorized disclosure, modification, 
destruction, or theft. Most computer 
administrators have installed controls 
to safeguard their installations and data 
files, but are those steps adequate under 
the demands of privacy legislation?
Illegal use of computer credit data 
was the subject of a December 29, 1976 
consent order of the FTC against collec­
tion practices of a debt-collection sub­
sidiary of Diners Club, Inc. The sub­
sidiary, National Account Systems, Inc. 
was accused of illegally tapping com­
puter banks of credit information and 
using the data to harass debtors. The 
company was accused of abusing 
telephone code numbers to effectively 
steal information about debtors from 
computer data banks operated not for 
bill collection but for insurance com­
panies and credit institutions. NAS 
agencies, using unauthorized code 
numbers, told the computer companies 
that they had subscribed to the credit in­
formation.
In the order the government served 
notice to the bill collectors of America 
that it no longer will tolerate strong-arm 
tactics or unauthorized use of computer 
information about debtors. Some view 
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the order as a landmark case because of 
its significance in the area of privacy of 
consumers. It is the first time that the 
FTC has issued an order involving 
violation of the Fair Credit Reporting 
Act, which attempts to govern the use of 
“the big computer in the sky.” It is also 
the first time it has issued an order 
against anyone for obtaining informa­
tion under false pretenses. Under its 
statutory authority the FTC can apply 
judgments against a single respondent 
to those throughout a particular in­
dustry: thus all debt collection services 
must heed the standards contained in 
the consent order.
Decisions regarding internal security 
practices are completely up to manage­
ment. Thus, management must decide 
how much security is required. How 
much security is needed to guard against 
the loss or misuse of data, for the day-to- 
day operations of the system, and 
against the unusual case that cannot be 
anticipated nor identified in advance? 
Should HR 1984 have been enacted as 
drafted, any person who violated that 
Act would have been liable for the ac­
tual damages sustained by the data sub­
ject, punitive damages where ap­
propriate, and court costs. Further­
more, violations might be interpreted to 
include “insufficient” data integrity and 
security. How far should an organiza­
tion go toward enhancing its data in­
tegrity and security practices? Canning 
suggests six possible alternative ap­
proaches to bring the threat of lawsuits 
within acceptable bounds:
1. Make no changes. With this ap­
proach, management decides that 
the present data integrity and 
security practices are adequate, 
and that no enhancements 
probably will be needed. This ap­
proach involves the least ad­
ditional cost for data integrity 
and security and probably has the 
least credibility in the event that 
law suits are brought under the 
privacy act.
2. “Prudent man” principle. Under 
this approach, the organization 
makes a threat analysis and risk 
analysis concerning the personal 
data in its files. Once the threats 
and risks have been identified, the 
decision would be made on what 
to do and what not to do on the 
basis of what the “prudent man” 
who is concerned about protec­
ting his own property would do. 
To what extent the courts would 
side with the “prudent man” 
decisions is debatable.
3. Decision algorithms. This ap­
proach is similar to the “prudent 
man” approach except that for­
malized, quantitative methods 
are developed for making the 
decisions on what to do and what 
not to do. These methods would 
probably use the cost/benefit ap­
proach. A short-coming of this 
approach is that the decision of 
which method to use would be 
subjective, dependent upon the 
opinions of a small number of 
people. How much weight these 
opinions would carry in court is 
also a matter of conjecture.
4. Accreditation of installation. 
This approach requires that some 
independent agency, governmen­
tal or private, develop standards 
for data integrity and security 
practices. No such standards 
presently exist. The agency 
should probably represent the 
federal government and the 
industry-wide computer field. A 
data norm might be developed 
that would consist of general 
principles, standards that support 
and define these principles, and 
guidelines that explain and give 
practical examples of applying 
the standards. The agency would 
also develop and apply formal ac­
creditation methods. With ac­
creditation and standards which 
are professionally developed and 
nationally applied, the courts 
might still rule in favor of the 
plaintiffs, but it would appear less 
likely than in the case of the “pru­
dent man” principle.
5. Certification of the installation.
As with accreditation, the cer­
tification of computer centers 
would involve the development of 
standards. Authorized in­
dividuals or organizations would 
inspect data centers and certify 
(or fail to certify) that the centers 
met the standards. The model 
might be that of CPAs who per­
form audits and give an opinion 
on the financial statements. Cer­
tification differs from accredita­
tion in that the certifying in­
dividual or organization would 
have a legal responsibility. Of 
course there is no guarantee that 
standards of data integrity and 
security would not be challenged 
in court, but it appears likely that 
the courts would usually side in 
favor of the standards.
6. Licensing of the installation. 
Control by licensing would 
provide that personal data could 
neither be collected nor main­
tained unless the organization ob­
tained a license from the govern­
ment. A license would be granted 
only if the organization agreed to 
meet standards of integrity and 
security. Obviously, the license 
could also be withdrawn. Such 
licensing is not being considered 
in the U.S., but Sweden requires 
that all maintainers of mecha­
nized files of personal informa­
tion must be licensed.
The Costs of Privacy
Data processing officials no longer 
wonder whether their work will be 
affected by privacy legislation, but how 
to deal with the controls that are certain 
to be imposed. Since more than 125 bills 
to protect privacy are pending, one must 
conclude that after the question, “What 
will my company have to do to com­
ply?”, comes another question, “How 
much will it cost?” There will no doubt 
be high conversion costs in changing 
present systems to systems that would 
comply with legislation and legally 
protect organizations.
A major contribution to the privacy 
conversion cost figures will arise from 
the requirements dealing with the 
physical security of data. A second ma­
jor cost will be associated with training 
the operators and users of the system in 
privacy-oriented procedures. It is 
sometimes surprising to discover how 
many individuals have access to a 
system and therefore must be given the 
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special training. Many of the users of a 
systems may not be employees of the 
organization operating the system. This 
raises important questions about who 
should give the training, who should pay 
for the training, and who should be 
responsible for enforcing the training re­
quirements at each facility.
The computer programming needed 
to develop some of the capabilities to 
satisfy the legislation will also be signifi­
cant. Goldstein estimates that in some 
cases it accounts for as much as one- 
third of the total conversion costs. Once 
the conversion is completed, the ad­
ditional costs will not cease, expecially if 
the major impact of a change involves 
people. The critical costs are executive 
and clerical time, assuming that the pre­
sent computer installation has the 
capability of handling the additional 
work load.
The 1974 Act and most of the pro­
posed legislation includes requirements 
that all personal data be maintained 
in an adequate state of accuracy and 
timeliness. A fraction of the data in 
systems will become obsolete each year 
and must be deleted. Goldstein es­
timates this to be approximately 10 
percent, which would require clerical 
costs that might run from 26 to 45 per­
cent of the total annual privacy cost. 
Complaints about an individual’s 
record would probably be handled by an 
administrator in a hearing process. Such 
a formal process could prove costly in 
terms of administrative work load, 
assuming that the volume of complaints 
is at an annual rate of .2 percent of the 
number of records in the system.
In summary, it appears that it will be 
quite expensive to meet the privacy re­
quirements of proposed legislation. 
Some organizations may discontinue 
their installations, while others may 
pass part of their increased costs on to 
others. Some cost reductions might be 
realized from the further automation of 
procedures.
Actions of the Accounting Profession
The accounting profession is aware of 
the potential impact of pending legisla­
tion on all compilers and users of infor­
mation. In the Spring of 1976 the In­
stitute appointed a Special Committee 
of Privacy Legislation. Essentially, the 
committee is charged with monitoring 
and analyzing proposed privacy legisla­
tion as to how it may affect Institute 
members and their clients’ data systems. 
At the annual AICPA meeting in Oc­
tober, 1976, the chairman of the special 
committee reported that the current 
status of the accountant’s role in privacy 
legislation is in flux, but that the com­
mittee was working on a response to the 
Federal Privacy Protection Commis­
sion with which the accountants can 
live. At this writing the contents of that 
response have not been publicized.
Congressman Goldwater appeared as 
the keynote speaker before the Annual 
AICPA Conference on Computers and 
Information Systems held in 
Philadelphia in May, 1976. He told of 
the continuous invasion of privacy by 
governmental and private organizations 
and how the bill grew out of the in­
creasing concern of citizens over the in­
vasion of what may be considered their 
inalienable rights. Those rights given by 
the fourth amendment to the Constitu­
tion are:
The right of the people to be secure in their 
persons, houses, papers, and effects, 
against unreasonable searches and 
seizures, shall not be violated,
Businesses as well as CPA firms will 
be involved in implementing any legisla­
tion that passes, through improved data 
security and controlled accessibility. 
One principal area of concern is per­
sonnel administration — particularly 
accessibility to personal information 
and the uses to which that data can be 
applied. An example of the improper 
use of such personal information was 
given by a guest psychiatrist on a mor­
ning TV program in early 1976 concer­
ning the bad experience of one of his 
patients. This patient came to him com­
plaining of a very bad nervous condition 
that she attributed to the unkind words 
and actions of fellow employees at her 
place of employment. The psychiatrist 
diagnosed the condition as being a type 
of schizophrenia although the patient 
was not told the specific diagnosis. Her 
first medical insurance claim was filed 
with the insurance company which 
forwarded the data to her place of 
employment, where it was entered in the 
personnel data bank. The first morning 
of her return to work she was greeted by 
three different co-workers with ex­
pressions of sympathy as to her illness 
with reference to the diagnosis of 
schizophrenia of which she was un­
aware. She became greatly upset, im­
mediately resigned her position, and the 
psychiatrist stated the public 
divulgence of such personal information 
as to her illness together with the con­
ditions under which it was broadcast 
had a very serious effect.
what will my company have to 
do to comply?.. .how much will 
it cost?...
Conclusion
Only the tip of the iceberg has been 
considered in this paper. In spite of such 
a limited consideration, there appears to 
be little doubt that privacy protection 
will become a part of all data systems 
that contain personal information. The 
time is at hand to discuss how the in­
tegrity and security of these systems are 
to be protected. Organizational 
planners must include plans for meeting 
these challenges and for considering the 
resulting costs. Kenneth T. Orr suggests 
that, “good privacy and security are 
simply good management” and that 
privacy will be cheaper if a firm only 
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Women in Accounting - 
A 1977 Profile
Elise G. Jancura, CPA, Ph.D.
In 1976 the American Woman’s 
Society of Certified Public Accountants 
(AWSCPA) and the American Society 
of Women Accountants (ASWA) 
authorized a survey of its membership. 
The officers of both societies wished to 
develop a good profile of the members 
and their professional, educational, and 
personal status. This information is an 
important asset to the societies. Both 
AWSCPA and ASWA receive many re­
quests for information about women ac­
countants and the professional status of 
the societies’ members.
Perhaps more important, both 
AWSCPA and ASWA make every effort 
to encourage the recruitment of women 
into the field of accounting and to foster 
continued professional development 
and opportunities for women accoun­
tants. Adequate data about members is 
an invaluable tool in providing useful 
professional development activities and 
also in presenting accurate information 
to government agencies, to potential en­
trants to the profession, and to other in­
terested groups regarding the position
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of women in accounting.
An earlier survey was conducted in 
1973, but it included AWSCPA 
members only. The results were 
reported in the July 1974 issue of The 
Women CPA.1 In 1976 the survey was 
expanded to both AWSCPA and 
ASWA because it was felt that a survey 
of both societies would provide a 
broader and more realistic picture of all 
the opportunities for women accoun­
tants. There were 2,202 responses to the 
1976 survey.
Employment Patterns
Of the 2,202 who replied, 2,036 or 92 
percent were or had been engaged in 
work related directly to accounting. 
Table 1 summarizes the current employ­
ment status of the respondents.
As shown in Table 1, 1,964 or 89.2 
percent were either self-employed or 
full-time employees. In addition, 83 
members indicated some part-time
1Jancura, Elise G., “The Woman CPA: A 
Professional Profile,” The Woman CPA, July 
1974, pp. 2-13.
employment. Table 2 shows the fields in 
which respondents were either self­
employed or employed full-time. As in­
dicated, the largest group is that work­
ing in public accounting. Of the 
respondents employed full-time in public 
accounting (not including those self­
employed in their own practice), 52.1 
percent were employed by national 
CPA firms, 6.1 percent by regional CPA 
firms, and 41.8 percent by local CPA 
firms.
Levels of Responsibility
Approximately 65 percent of those 
self-employed or employed full-time in­
dicated responsibility for supervising 
others. The level of this supervisory 
responsibility is shown in Table 3. Most 
supervise fewer than 10 people, yet 
several supervise large groups. Of those 
employed full-time by others in fields 
other than education, over 53 percent 
indicated supervisory or managerial 
responsibilities. These responsibilities 
appear greatest in business and other 
private activities where the percentage 
reached 65 percent and least in public 
accounting. These results are tabulated 
in Table 4 which categorizes responsi­
bilities by nature of the responsibili­
ty rather than in terms of number of 
people supervised as shown in Table 3.
Levels of Compensation & Other Per­
sonal Characteristics
Table 5 summarizes the annual in­
come and compensation levels of all 
respondents, including those employed 
part-time, retired, unemployed, and on 
leave. The difference between income 
and compensation represents payments 
unrelated to current employment such 
as interest, dividends, and retirement in­
come.
The inclusion of the retired, the un­
employed, and the part-time in Table 5 
does affect the averages shown for both 
annual income and annual compensa­
tion. Table 6 tabulates annual compen­
sation for several separate groups — the 
self-employed, CPAs, and those 
employed full-time by others. These 
groups are not mutually exclusive — for 
example, CPAs may also be recorded in 
the other two columns. Those employed 
full-time had fewer of their number in 
the lower compensation levels. Only 
20.3 percent of all respondents earned 
over $20,000 while 51.5 percent of those 
employed full-time earned over $20,000 
as shown in Table 5. Similarly 19.1 per­
cent of all respondents earned less than 
$10,000 while only 9.2 percent of the 
full-time employed were in that 
category.
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 NEW FROM FAST 
Financial Accounting Services and Terminal 
FUNCTIONAL ACCOUNTING
Commercial Information provides the profes­
sional accounting firm with FUNCTIONAL 
ACCOUNTING data base processing services. 
This innovative service will enable your firm to 
adequately fulfill the automated reporting 
requirements of your tax exempt clients.
The design of the FAST FUNCTIONAL AC­
COUNTING data base is such that the applica­
tion subsystems will integrate with your clients' 
GENERAL LEDGERS as required. You may 
designate summary control information from a 
client PAYROLL subsystem be generated 
automatically for integration with the GEN­
ERAL LEDGER. Whenever possible FAST 
eliminates to the greatest extent repetitive 
manual handling. The result is a service to the 
accounting firm at a lower cost, faster, and 
with considerably less effort than a manual 
system.
One of the most interesting features of the 
FAST FUNCTIONAL ACCOUNTING data 
base system is that virtually all of the com­
puter programming has been done. The ac­
counting firm simply selects and defines the 
financial and management information reporting 
requirements for each client. These parameters 
are then “plugged” into the FAST automated 
data base at a very moderate cost.
The Commercial Information alpha-numeric 
computer terminal may be purchased or rented 
on a month to month basis. A long term lease 
agreement is NOT required.
A standard telephone line and data access 
arrangement is the only equipment required 
from your local telephone company. There is 
NOT an additional charge for the transmission 
of your client data to the Commercial Informa­
tion computer center six nights weekly (unat­
tended).
Reports are shipped to you from the C.l. com­
puter center at no additional charge (courier 













for information call or write your nearest Commercial Information office:
85 Mystic St., Arlington, MA 02174 7700 Marine Rd., N. Bergen, NJ 07047 1114 N. Arlington Hts. Rd., #100, Arlington Hts., IL 60004
Phone 617/648-8250 Phone 201/868-1717 Phone 312/259-8990
342 Madison Ave., New York, NY 10017 18287 Mallard Circle, Cleveland, OH 44136 8936 S. Sepulveda Blvd., #202, Los Angeles, CA 90045 
Phone 212/682-3256 Phone 216/238-5990 Phone 213/645-2500
FAST IS A TRADEMARK OF COMMERCIAL INFORMATION CORPORATION
Number ____ %
TABLE 1
STATUS OF CURRENT ACTIVITY
Self-Employed 269 12.2%
Full-Time Employees 1,695 77.0%
Part-Time Employees 83 3.7%
Retired 61 2.8%





FULL-TIME & SELF-EMPLOYED ACTIVITY
Self-Employed Full-Time Employees Combined
Number . % Number % Number %
Public Accounting 226 84.0% 673 39.7% 899 45.8%
Education 1 .4% 110 6.5% 111 5.6%
Government 3 1.1% 191 11.3% 194 9.9%
Business and Private
Non-Profit 28 10.4% 700 41.3% 728 37.1%
Unreported 11 4.1% 21 1.2% 32 1.6%
TOTAL 269 100.0% 1,695 100.0% 1,964 100.0%
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The self-employed displayed a greater 
dispersion of income than respondents 
in general. A much large percentage of 
the self-employed earned less than $8,- 
000 — however, almost 5 percent of the 
self-employed earned over $40,000 com­
pared to 1.2 percent of respondents in 
general. The CPAs also tended to have a 
greater concentration in the higher com­
pensation levels than respondents in 
general when Table 5 is compared to 
Table 6. While almost 80 percent of all 
respondents earned less than $20,000 
only 70.1 percent of the CPAs were in 
that category. Almost 30 percent of the 
CPAs earned more than $20,000 com­
pared to a rate of 20.3 percent for the 
overall group.
Table 7 shows the years of ex­
perience in public accounting. Five hun­
dred twelve of the respondents have 
never worked in public accounting. The 
average years in public accounting 
dropped to 7.4 in the 1976 survey com­
pared to 10.3 year average recorded in 
1973. The average years of total full- 
time experience dropped to 14.8 years in 
1976 compared to the 1973 average of 
15.8 This change may be due to the ex­
pansion of the survey to both AWSCPA 
and ASWA. It may also reflect the fact 
that there appears to be an increasing 
number of young women entering the 
profession. Many CPAs leave public ac­
counting for subsequent career oppor­
tunities in other fields. Thus Table 7 
shows that 41.2 percent of those with 
public accounting experience had less 
than five years experience compared to 
only 17.2 percent with less than 5 years 
general full-time experience.
Table 8 shows the distribution of the 
respondents by age. It appears that the 
CPAs are slightly younger than the 
group as a whole. Approximately 46 
percent of the total group were younger 
than 35 compared to over 58 percent of 
the CPAs. Also 9.1 percent of the total 
group was older than 60 compared to 
5.8 percent of the CPAs.
One thousand one hundred twenty­
seven, or 51.2 percent, of those respon­
ding to the survey were married. 
Another three hundred ninety, have 
been divorced, separated, or widowed. 
Six hundred twenty-four, or 28.3 per­
cent, of the respondents were un­
married.
Table 9 summarizes the reasons 
given for choosing accounting as a 
profession. By far the most frequently 
given reason was the professional and 
intellectual challenge of the field. This 
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reason was cited by 1,248 or 57 percent 
of the respondents. The second most 
popular reason, with a score of 539 or 24 
percent, was the “available oppor­
tunities.” Thus over 80 percent chose ac­
counting because of the nature of the 
profession and the career opportunities 
it afforded.
Performance on the CPA Examination
Of the 2,202 respondents, 1,102 are 
certified public accountants and 159 
have passed the exam and are awaiting 
their certification. According to Table 
10, over 63 percent received their cer­
tificates or passed the exam by age 30. 
Over 30 percent of those passing the 
CPA exam did so by age 24. For many, 
it appears that the certificate is earned 
shortly after graduation from college. 
This trend seems to have accelerated 
since 1973.
As shown in Table 11 each time 
period from 1940 produced a greater 
number of certificates earned than the 
previous period. After a period of 
relatively modest increases, the rate of 
passing has increased dramatically since 
1970. In the 1974-75 period alone, 32.5 
percent of the 1,261 successful CPA can­
didates passed the exam. Over 56 per­
cent of the certificates were earned since 
1970.
Respondents hold CPA certificates in 
49 states (no certificates were reported 
from New Hampshire and the District 
of Columbia). Respondents reside in all 
50 states, the District of Columbia, 
Canada, Mexico, the Philippines, and 
the Virgin Islands. Of those certificates 
reported, California issued the highest 
number with 143 or 6 percent of the cer­
tificates, followed by 110 or 5 percent 




Number Supervised Number % Number %
1 - 5 141 52.4% 787 46.4%
6 - 10 23 8.6% 147 8.7%
11 - 15 6 2.2% 67 4.0%
16-20 4 1.5% 32 1.9%
21 -25 1 0.4% 17 1.0%
26-50 2 0.7% 18 1.1%
Over 50 2 0.7% ___21 1.2%
SUB-TOTAL 179 66.5% 1089 64.3%
None 86 32.0% 589 34.7%
Unreported ____4 1.5% ___ 17 1.0%
TOTAL 269 100.0% 1695 100.0%
New York; 59 in Ohio; and 53 in 
Florida. One hundred seven 
respondents held second certificates and 
23 held three or more.
Educational and Ethnic Backgrounds
Women accountants are well- 
educated as a group. Over 67 percent are 
college graduates with almost 15 percent 
possessing advanced degrees. Another 
24 percent have attended college though 
they have not graduated. Table 12 
shows the educational profile of those 
participating in this survey.
The racial and ethnic background of 
respondents is shown in Table 13. As 
might be expected the largest group by 
far is Caucasian. AWSCPA and ASWA 
are dedicated to the principle of equal 
opportunity and hope that over time 
women from the minority groups will 
join both the profession and AWSCPA- 
ASWA in increasing numbers.
Conclusion
The profile which emerges from this 
survey is one of successful, career- 
oriented individuals. The women ac­
countants surveyed are well-educated 
and appear to have a strong interest in 
long-term careers. Many have married 
with no apparent career curtailment. 
There has been a dramatic increase in 
the rate of CPA certificates earned and 
in the lowering of the age at which the 
exam is passed. Women seem to be 
entering the supervisory and manage­
ment levels in all fields.
The results obtained in the 1976 sur­
vey provide encouraging indications of 
a level of achievements and 
professionalism for which women 
women accountants can feel justifiably 
proud. Opportunities can be expected to 
expand for women in accounting.
Employed Full-Time By Others  3   Employed Full-time
TABLE 4 TABLE 6
Supervisory & Managerial ANNUAL COMPENSATION FROM CURRENT EMPLOYMENT
Responsibilities of Those IN 1976 BY SELECTED GROUPS
CPA Firms (Other Than Own Practice) Self-Employed by others CPA’s
Partners 2.7% Number % Number % Number %
Principals 2.2% Under - $8000 77 28.6% 58 3.4% 122 11.1%
Managers 7.9% $ 8000 - $ 9999 8 3.0% 98 5.8% 21 1.9%
Supervisor 24.6% $10000 - $11999 16 6.0% 181 10.7% 64 5.8%
Non-Supervisory 62.6% $12000 - $14999 39 14.5% 442 26.1% 206 18.7%
Total in Public Accounting 100.0% $15000 - $19999 




















Government $30000 - $39999 15 5.6% 49 2.9% 49 4.4%
Policy Making 3.1% $40000 - $49999 4 1.5% 7 0.4% 8 0.7%
Agency Head 2.0% $50000 - Over 9 3.3% 6 0.4% 12 1.1%
Department Head 
Program Manager 
First Level Supervisor 
Non-Supervisory
Total in Government
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TOTAL 269 100.0% 1695 100.0%
TABLE 7 
YEARS IN PUBLIC ACCOUNTING
Number %
Less than 1 year 220 10.0%
1 year 91 4.1%
2 years 215 9.8%
3 years 229 10.4%
4 years 152 6.9%
5 years 130 5.9%
6-10 years 296 13.4%
11-20 years 198 9.0%
21-30 years 105 4.8%
Over 30 years  54 2.4%
SUB-TOTAL 1,690 76.7%
Never in public accntg. 512 23.3%
1102 100.0%
TOTAL 2,202 100.0%




ANNUAL INCOME & ANNUAL COMPENSATION FOR 1976
Number % Number %
Under $8000 201 9.1% 304 13.8%
$ 8000 - $ 9999 112 5.1% 116 5.3%
$10000 -$11999 198 9.0% 216 9.8%
$12000 - $14999 464 21.1% 494 22.4%
$15000 - $15999 615 27.9% 626 28.4%
$20000 - $24999 293 13.3% 244 11.1%
$25000 - $29999 140 6.4% 112 5.1%
$30000 - $39999 111 5.0% 64 2.9%
$40000 - $49999 37 1.7% 11 0.5%
$50000 and Over ___31_ 1.4% ___ 15 0.7%











% Number Number %
25 and under 333 15.1% 172 15.6% Salary 112 5%
26-29 385 17.5% 278 25.2% Prestige 36 2%
30-34 293 13.3% 192 17.4% Interesting,
35-39 179 8.1% 112 10.2% Challenging 1,248 57%
40-44 166 7.5% 78 7.1% Parental Influence 63 3%
45-49 230 10.5% 99 9.0% Opportunity Avail. 539 24%
50-54 234 10.6% 68 6.2% Other 139 6%
55-59 182 8.3% 39 3.5% Unreported ___65 3%
60-64 115 5.2% 34 3.1% TOTAL 2,202 100%
65 and over 85 3.9% ___30 2.7%
TOTAL 2,202 100.0% 1,102 100.0%
TABLE 10 
AGE WHEN RECEIVED CPA 
CERTIFICATE OR PASSED 
CPA EXAM
Number %
24 and under 386 30.6%
25-26 191 15.1%
27 - 28 139 11.0%
29-30 84 6.7%





























Less than high school 8 0.4% Number ___ %
High school graduate 116 5.2% Asian 51 2.3%
Attended College—no degree 423 19.2% Black 23 1.0%
Associate degree 111 5.0% Caucasian 1,962 89.1%
Baccalaureate degree 1156 52.5% Indian 7 0.3%
Masters degree 291 13.2% Spanish surname 10 0.5%
Doctorate 28 1.3% Unreported 149 6.8%







Arthur A. Hiltner, CPA, Ph.D.
Man has addressed the question of 
value since at least the time of Aristotle. 
Economists, from the time of Smith, 
Ricardo, and Malthus to the present, 
have struggled with this question. Ac­
countants are increasingly being asked 
to face the question of values.
The question, for accountants, 
revolves around whether the presenta­
tion of items at current values would 
provide more useful information for 
financial statement users than is provid­
ed by traditional cost based accounting. 
To date, the accountants’ answer to this 
question has been an almost universal 
retention of acquisition cost based 
financial statements. However, the re­
cent past and current high rates of infla­
tion have resulted in increased support 
for current value accounting by some 
accountants.1 Furthermore, whenever 
the criteria of usefulness in making 
economic decisions, the primary objec­
tive identified in Accounting Principles 
Board Statement No. 4 and the 
Trueblood Report, is considered,
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current values are often one of the alter­
natives discussed.2
The question of what impact the 
adoption of current values would have 
has long been debated by accountants. 
However, in view of the conclusions of 
the Sandilands’ Committee and the 
Securities and Exchange Commission’s 
(SEC) recent action requiring limited 
replacement values a new urgency is 
placed on this question.3 This article 
reports the results of a study conducted 
by the writer prior to the SEC’s action.4 
The Delphi technique was used in the 
study to help obtain an empirically 
derived consensus of a group of experts 
as to what impact the adoption of 
current values would have on several 
value-related questions.5
THE DELPHI TECHNIQUE
Delphi is a long range forecasting tool 
that was developed in the late 1940’s and 
early 1950’s by Drs. Norman Dalkey 
and Olaf Helmer of the RAND Cor­
poration.6 The technique is based on 
successive refinements of expert group 
opinions obtained by a series of 
questionnaires. Delphi is designed to 
utilize the combined knowledge of a 
group of experts without the drawbacks 
of the normal committee approach. In 
selecting its experts, Delphi relies on the 
quality of its panelists and not on quan­
tity. The panelists never meet as a group 
and frequently (as was true in this study) 
are not aware of the identity of the other 
panelists.7 This combination of 
questionnaires and anonymity enable 
Delphi to counteract normal committee 
problems such as: undue influence by 
the person with the loudest voice or the 
greatest apparent authority, the un­
willingness to abandon an opinion once 
publicly expressed, and the bandwagon 
effect of majority opinion.
Delphi provides the opportunity to 
any member of the panel to challenge 
answers which are outside of the Inter­
quartile Range (IQR) and their 
justifications.8 This allows the group to 
reassess their individual positions 
relative to the divergent viewpoints. 
However, the divergent viewpoints are 
evaluated on their merits as presented 
by the panelists and not by forceful 
voices or dominant personalities.
Conduct of the Study
Since Delphi requires the use of the 
best available experts, random sampling 
techniques could not be used to select 
the participants. Therefore, a list of ex­
perts including accountants (academic 
and public), financial executives, and 
financial analysts was compiled. The 
criteria used in compiling this list in­
cluded: a distinguished record in the 
field of publication in periodicals 
and/or textbooks, memberships on 
prestigious committees, and important 
positions held in their respective 
organizations.
In addition, to insure the inclusion of 
the best available experts from the 
leading accounting firms, a mailing was 
sent to the twenty-nine largest CPA 
firms.9 For those firms in which an ex­
pert had not already been identified, the 
mailing that requested participation in 
the study was addressed to the Director 
of Accounting and Auditing Services at 
the firm’s home office. A total of 95 
letters requesting participation were 
mailed. Responses were received from 
57 of these, with 47 of the 57 agreeing to 
participate and 41 of the 47 completing 
all three rounds of the study. The in­
dividuals on the final panel included:
1. Representatives of leading ac­
counting firms including partners of Big 
Eight and other excellent firms.
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Delphi technique, designed to 
utilize the combined knowl­
edge of a group of experts 
without the drawbacks of the 
normal committee approach.
2. Leading scholars including some 
from the most prestigious universities.
3. Financial executives from some 
of the most important corporations.
4. Financial analysts with excellent 
credentials. Therefore, the participants 
qualified as an expert group.
The questions submitted to the panel 
were the result of an extensive develop­
ment process which included an in depth 
study of the available value literature 
and a pilot study.
The study proceeded through three 
rounds. In the first round the panelists 
responded to the questions, 
anonymously as far as the other 
members of the panel were concerned, 
with their best judgments. The panelists 
were then asked to complete the second 
questionnaire which contained selected 
feedback. The feedback, for each pan­
elist, included the answers he/she gave 
on the preceding questionnaire along 
with the medians and the IQRs of all the 
responses received in the first round. 
Each panelist was then asked to recon­
sider his previous answers in light of the 
feedback, and to respond again. 
However, if the current response fell 
outside of the IQR from the preceding 
round the panelist was asked to provide 
a brief written justification for the 
current answer. The justifications were 
to be brief because each panelist was 
knowledgeable in this area and could 
readily comprehend the arguments 
presented.
The third round followed basically 
the same procedure discussed for round 
two. However, the feedback presented 
in round three included the summarized 
arguments from round two. Further, if 
the new answers presented in round 
three were not within the IQR from 
round two the respondent was again 
asked for a reason. This reason was to be 
in the form of a critique of the 
arguments presented in round two in 
support of an answer on the opposite 
side of the IQR from his answer.
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Delphi studies are analyzed in terms 
of the medians and the IQRs of the 
responses of the final round. The me­
dian answer is used as the result and the 
IQR as a measure of the dispersion of 
the responses. The median answers, 
taken from the third round of the study, 
are presented here as the results of this 
study.
The Study’s Findings
The results obtained in this study are 
presented in Table 1.10 While the table 
presents the median answers from three 
different views, the results of the com­
bined grouping are the study’s results. 
The medians of the CPAs and the 
academicians are presented: (1) to 
enable the reader to obtain an indication 
of the amount of consensus in the sub­
groups in the study, and (2) to enable the 
reader to compare the medians of the 
academicians with those of the CPAs. It 
should be noted that the respondents 
were asked to assume, when answering 
the questions in this study, that value ac­
counting would be required.
Comparability
The issue of comparability is fun­
damental in the presentation of finan­
cial statements. Therefore, this study 
raised the question as to the expected 
impact the adoption of values would 
have on interperiod and interfirm com­
parability. The results obtained are 
presented next.
Interperiod Comparability
Would the adoption of values result 
in more comparable financial 
statements on an interperiod basis? The 
findings on this question indicate that 
this group believes it is fairly probably 
that comparability would increase. 
Further, a review of the probabilities in 
Table 1 indicates that any one of the 
three views provides the same answer. In 
addition, while both of the financial 
analysts provided probabilities lower 
than the combined median, the median 
of the six financial executives was 0.70. 
Interfirm Comparability
The next question related to the im­
pact the adoption would have on inter­
firm comparability. The findings 
presented in Table 1 were, basically, 
reinforced by the responses of the ex­
ecutives and of the analysts. Therefore, 
the findings show agreement that inter­
firm comparability would fairly 
probably increase. Further, there 
appears to be more agreement on the in­
crease in interfirm than on interperiod 
comparability.
Write-Downs Versus Write-Ups
Would the adoption of values result 
in more write-downs than write-ups in 
plant and equipment? The median of the 
combined group indicates that this is a 
very improbable result. Further, each of 
the subgroups within the study sup­
ported this conclusion.
Objective Value Techniques
One of the arguments raised against 
value accounting is that values are sub­
jective and, as such, are subject to 
manipulation. Thus the next issue plac­
ed before the panel asked whether or not 
the adoption of value accounting would, 
in the panel’s opinion, result in the 
development of more objective and 
acceptable value techniques.
Once again, the findings presented in 
the table are supported by the financial 
analysts and executives. Therefore, the 
evidence obtained indicates that this 
group believes that the adoption would 
fairly probably result in the develop­
ment of more objective and acceptable 
valuation techniques.
Management Practices
Will management practices favor the 
short over the long run if value accoun­
ting is adopted? This issue is, to an ex­
tent, a continuation of the concern with 
“manipulation” addressed in the 
preceding question. The responses ob­
tained, as evidence by the median 
answers, ranged from fairly improbable 
to uncertain. Therefore, these 
respondents as a group did not see this 
as a strong probability at this time.
Investor Acceptance
There is some evidence in the finan­
cial literature that investors are not ac­
tively supportive of value accounting. 
The concern in this study was whether 
this apparent lack of interest would 
change to one of acceptance if users 
were exposed to values for a period of 
time. The results presented in Table 1 in­
dicate that increased investor accep­
tance is fairly probable. While the two 
financial analysts were divided on this 
question, the financial executives agreed 
with the preceding assessment.
Accountant’s Liability
The last question included in the in­
vestigation related to the effect the 
adoption would have on the account­
ant’s legal liability. This issue was 
presented to the Delphi group and the 
results obtained are in Table 1.
A conclusion that this group viewed 
the reduction of liability as very im­
probable seems reasonable based on 
Table 1. Further, this conclusion is rein­
forced by the responses received from 
the financial executives and financial 
analysts.
Conclusions
The following conclusions are based 
upon the responses obtained in the 
Delphi study. These responses indicate 
that these experts, as a group, believe 
that the adoption of value accounting 
would result in:
1. More comparable interperiod 
and interfirm financial statements.
2. More objective and acceptable 
valuation techniques.
3. More user acceptance of value ac­
counting.
Furthermore, these experts do not 
believe that the adoption would: (1) 
reduce the legal liability exposure of ac­
TABLE 1
A SUMMARY OF THE PROBABILITY RESPONSES AS TO 
THE EFFECT THE ADOPTION OF VALUES WOULD HAVE
ON SEVERAL RELATED QUESTIONS
Respondent Group Median 
Probability Answers
If adopted, will the 
adoption of values 
result in;










More write-downs than 
write-ups in plant 
and equipment b
0.15 0.20 0.15





favoring the short run 
over the long run
0.45 0.50 0.48
Increased user accept­
ance of value account­
ing
0.75 0.73 0.75
Reduced legal liability 
for accountants
0.10 0.05 0.20
aThe combined grouping consisted of: thirteen CPAs, twenty 
academicians, six financial executives, and two financial analysts. As 
the number of financial analysts and executives were small, they are not 
separately reported in this table.
bThe combined group for this question consisted of forty respondents 
and the academic group of nineteen.
Description Probability
100% probable 1.00
Very probable 0.80 - 0.99
Fairly probable 0.60 - 0.79
Uncertain 0.40 - 0.59
Fairly improbable 0.20 - 0.39
Very improbable 0.01 - 0.19
100% improbable 0.00
countants, or (2) result in more write­
downs than write-ups in plant and 
equipment. Lastly, it is uncertain 
whether management would favor the 
short run, to the detriment of the long 
run, if value accounting was adopted.
While the extend of the consensus 
evidenced in this study appears to have 
implications beyond this particular 
group, no attempt will be made to 
generalize these results. Indeed, 
Delphi’s requirement of the best 
available experts, which prevents the 
use of random sampling techniques to 
obtain the panelists, precludes drawing 
statistical inferences.11 However, this 
writer firmly believes that the very fact 
that these panelists were identified as 
recognized experts makes the preceding 
findings important and worthy of the 
profession’s attention. Furthermore, 
they are not presented as “the” answer. 
Rather, they are presented as additional 
evidence to be weighed in the 
profession’s continuing study of the 
current value issue; study that takes on 
additional importance in view of recent 
SEC action.
1Evidence of this increased support can be seen 
in: Economic Reality in Financial Reporting (New 
York: Touche Ross & Co., 1975).
2“Basic Concepts and Accounting Principles 
Underlying Financial Statements of Business 
Enterprises,” Statements of the Accounting Prin­
ciples Board, No. 4 (New York: AICPA, 1970), 
par. 21; and Objectives of Financial Statements 
(New York: AICPA, 1973), p. 13.
3Andrew M. McCosh, “Implications of San- 
dilands for Non-U. K. Accountants,” Journal of 
Accountancy 141 (March, 1976: 42-50; and Ac­
counting Series Release No. 190 (Washington: 
SEC, March 23, 1976).
4This article is drawn from: Arthur A. Hiltner, 
“An Inquiry into the Future of Current Value Ac­
counting” (Ph.D. dissertation, University of 
Nebraska - Lincoln, 1975).
5Current value accounting is used here as a 
general term to refer to any of the valuation 
techniques other than acquisition cost and general 
price-level restated cost. These techniques include, 
but are not limited to: exit values, current replace­
ment costs, and discounted cash flows.
6For a complete description of Delphi see: Nor­
man Dalkey, Studies in the Quality of Life (Lex­
ington, Maine: Lexington Books, 1972); and 
Joseph P. Martino, Technological Forecasting for 
Decision Making (New York: American Elsevier 
Publishing Company, 1972).
7 While the individual panelists did not know the 
identity of the other panel members, they were in­
formed of the general positions and qualifications 
of the other panel members.
8The IQR is obtained by arraying the answers in 
ascending sequence and selecting the two answers 
within which the middle fifty percent of all the 
responses are contained.
9A list of these firms was obtained from the 
American Institute of Certified Public Accoun­
tants.
10 While interpreting the probabilities in Table 1, 
the reader is asked to bear in mind that each 
respondent was provided the following scale and 
asked to use it as a guideline when answering the 
questions.
"Sidney Siegel, Nonparametic Statistics for the 
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The studies and recommendations 
published in the period 1971-73 by 
several major public accounting firms 
and the Study Group on the Objectives 
of Financial Statements renewed in­
terest and discussion concerning the ob­
jectives of financial reports. Each group 
recognized that the accounting function 
is or should be utilitarian and made 
some attempt to identify the anonymous 
“user” of financial data and his using 
habits.
Pressures brought by regulatory agen­
cies, court rulings, and changes in at­
titudes and social and economic con­
ditions require that the accounting 
profession sharpen its focus in regard to 
who is to be the recipient of accounting 
data and how that data is to be used. 
Much of the debate on how to bring 
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about changes in accounting practice in­
volves the question of utility and 
problems of measurement. In this 
regard, accountants must recognize that 
the utility of and approach to measure­
ment of accounting data are dependent 
on the relevancy of the data to the user.
Relevancy is not an idle word nor a 
pennant hung from the ramparts of the 
academician’s ivory tower. Relevancy is 
the primary criteria by which the value 
of accounting data should be evaluated. 
This paper incorporates an analysis of 
the concept of relevancy and a review of 
its importance to accounting.
Relevancy as a Concept
Accounting is generally described as 
a service activity which provides quan­
titative information about an economic 
entity that is useful in making economic 
decisions. Financial statements are the 
means by which the information is com­
municated to those who make decisions 
related to an economic entity. It is 
generally believed that the financial 
statements are designed to serve the 
needs of a variety of users which in­
cludes owners and creditors.1 Based on 
need identification, the accountant 
selects data that is critical and prepares 
abstractions of data for decision 
models. What criteria does the account­
ant use in the selection, formulation, 
and communication of financial data? It 
would appear that whatever the criteria 
used, it should provide reasonable 
assurance that the accounting data will 
be recognized as having the quality of 
utility.
Most accountants would likely iden­
tify generally accepted accounting prin­
ciples as the criteria used to select data 
necessary for fair financial reporting. 
More specifically, the entity concept, 
continuity, realization, objectivity, cost, 
consistency, matching, full disclosure, 
materiality, etc., would be the principles 
named as criteria for data selection and 
reporting. However, the thread which 
binds each of these principles, and 
provides for a measure of acceptance, 
and compromise when they conflict, is 
the concept of relevance.
Relevant means that the proposition 
is to the point or pertinent to the matter 
being considered. Pertinent, germane, 
and material are considered by many to 
be synonymous with relevant. To be 
relevant, the proposition must be logical 
and have a precise bearing, closely 
related to the problem, and required to 
complete or solve the problem. The 1961 
Management Accounting Committee of 
the American Accounting Association 
stated that:
Relevance focuses upon the end use to be made 
of reported information. Accounting information 
is relevant if it is useful for the purpose for which 
the report has been designed. Relevant data may 
be objective data or subjective data or a combina­
tion of the two.2
In the American Accounting 
Association’s, A Statement of Basic Ac­
counting Theory, relevancy is identified 
as a standard which requires that infor­
mation be usefully associated with 
results desired or actions which it is ex­
pected to facilitate. To apply this stan­
dard, it is of prime importance that the 
information needs of potential users be 
known or can be assumed.3
In the Statement of the Accounting 
Principles Board, No. 4, relevance is 
identified as a qualitative objective. 
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Relevant information is identified as 
that which bears on the economic 
decisions for which the information is 
used.4 The concept of relevance is so im­
portant that data not meeting the test 
cannot be considered useful and should 
be considered misleading.
The relevancy concept is most visibly 
associated with management accoun­
ting as a criteria by which data inputs 
are selected and measured for decision 
models. Relevancy is often referred to in 
management accounting as a concept, 
principle, or standard. The term, 
relevancy, is much less often used or 
referred to in financial accounting prac­
tice or literature. Perhaps the reason is 
found in the view expressed that data 
reported within general purpose finan­
cial statements are not intended to be 
relevant for every use a reader might 
wish to make of them. Therefore, 
relevance is not as important in selection 
and adjustment of externally reported 
data as it is for internal reporting.5 
However, it should be clear that 
published financial data are evaluated 
on the basis of relevancy. Some recent 
publications indicate that accountants 
are more concerned with the relevancy 
of financial reports than in the past. It is 
observed that surrogate terminology 
such as utility and materiality may have 
been used in financial accounting rather 
than relevancy.
Accounting as a Utilitarian Function
Utilitarian pertains to or associates 
with utility, stresses the value of prac­
tical qualities and the quality of 
usefulness. If accounting is to be 
utilitarian, the nature of the utility must 
be determined. Usefulness of financial 
information is necessarily of a subjective 
quality. It changes over time and varies 
within the context of the enterprise and 
its environment,6 the user or composi­
tion of users, and the decision models to 
which the financial information will 
serve as input. “The utility of informa­
tion lies in its ability to reduce uncer­
tainty about the actual state of affairs of 
concern to the user.”7
Arthur Andersen & Co. indicated the 
importance of utility in this statement:
Financial statements are strictly utilitarian. A 
fundamental consideration, therefore, in seeking 
to define the objectives of financial statements and 
in resolving individual accounting questions is 
what is most useful on the broadest possible basis 
for users of financial statements. While some have 
argued that usefulness is obvious and not helpful 
as a criterion, it has nevertheless been too often ig­
nored and too easily forgotten. Extensive 
literature has been written developing complex ac­
counting structures, arguing points to an ultimate 
of logic and consistency, with little apparent atten­
tion being given to whether the results are useful to 
those who need financial information.8
Accounting has been described as a 
language, a communication system, and 
a service function to management. 
Regardless of the description, it is the in­
telligent and conscious use of account­
ing data that justifies the accounting 
process. Accounting data required by 
management for decision models are 
relatively easy to determine because the 
users and problem can be defined with 
greater definity, and direct communica­
tion between producers and users is 
possible. The same can be generally said 
for financial reports provided for a 
specific purpose and user outside of the 
enterprise. The problem is, however, 
more pronounced in the case of general 
published financial statements because 
the users and their decision problems 
are diverse and' less definable with a 
degree of certainty. As a result, certain 
assumptions about users and their data 
needs must be made by the accountant.9
Published financial reports are often 
referred to as general all-purpose 
statements. Price Waterhouse & Co. has 
stated that “there is no such thing as all­
purpose financial reporting. Financial 
statements require a specific orien­
tation.”10 The historical orientation of 
financial reporting has been toward the 
collective owners of the enterprise. 
Much of the current dissatisfaction with 
financial reports has resulted from 
overreaction to new business conditions 
and changing mores. Halfway depar­
tures from the historical thrust of finan­
cial reporting have confused account­
ants and businessmen.11
...The utility of financial statements oriented to 
the investor’s well being doesn’t have to be es­
tablished. The cause for the present criticism is 
failure to reaffirm that concept and a failure to 
stick to that concept.12
Financial reports are the principal 
means of communicating financial in­
formation about an enterprise. If com­
munication is to be effective, it is essen­
tial that the message be sent to the 
proper user(s), that it contain data rele­
vant to user(s) needs, and that the 
user(s) understand the message. General 
or all-purpose financial statements may 
fail to communicate simply because they 
cannot be all things to all people. Such 
statements may represent only chaotic 
listings of bits of data. Effective com­
munication cannot occur without a 
target.
Generally accepted accounting prin­
ciples are the acknowledged criterion 
for preparation of fair financial reports.
Relevancy is not an idle word 
nor a pennant hung from the 
ramparts of the academician’s 
ivory tower.
Recent efforts by the Accounting Prin­
ciples Board and now the Financial Ac­
counting Standards Board to develop 
such accounting principles appear to be 
directed toward a legalistic codification 
of a body of inflexible and at times con­
flicting rules and procedures. The in­
troduction of rigidity resulting from 
attempts to refine financial data will 
reduce the usefulness of the data.
The elements of indisputable fact 
within financial statements are relative­
ly few. Acknowledgement that, even un­
der the rigid concepts of today, financial 
statements are essentially based upon 
opinion and judgment would be helpful. 
The clinging to completely “objective” 
data which is irrelevant can only be 
harmful to the profession.13
...Only as accountants acknowledge with 
forthrightness that the measurement of economic 
data involves uncertainties, estimates and 
judgments will they release themselves from the 
rigid grip of “objecticity” and move toward 
relevance and, hence, usefulness.14
The recipients of financial informa­
tion need relevant information. This re­
quirement takes precedence over all 
other characteristics associated with the 
information. The selection of concepts, 
principles, rules, and methodology must 
meet the test of relevance.
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Materiality is a modifier of 
relevance and not a substitute 
for it.
...surrogate terminology such 
as utility or materiality may 
have been used in financial 
reports rather than relevancy.
An operational application of 
relevancy requires the specification of 
the information required by the user in 
decision-making. Specification of rele­
vant information can be derived from 
normative or descriptive decision 
models. It is neither possible nor 
desirable to present all the relevant in­
formation because of measurement 
problems and user constraints. Where 
information is provided for specific 
users and purposes, the concept of 
relevancy can be implemented with 
greater definition and measurement.15 
Much of the operational refinement has 
come from management accounting.
Materiality and Relevancy
“The concept of materiality has long 
been considered a fundamental and in­
tegral part of the financial accounting 
and reporting process.”16 Materiality 
basically means that only those factors 
having significance need by considered. 
A factor is considered significant based 
on its relationships, both quantitatively 
and qualitatively, with other factors and 
with the environment in which decisions 
are to be made. The factor is not 
necessarily considered material or 
significant because of its basic nature. It 
is this distinction which differentiates 
between relevancy and materiality. 
Relevancy determines those factors 
which have an inherent relationship to 
the decision, whereas materiality directs 
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the sorting and identification of only 
those factors which are of sufficient 
magnitude, qualitative as well as quan­
titative, to have significant impact on 
the decision results. Materiality is a 
modifier of relevancy and not a sub­
stitute for it. It appears that materiality 
is used as a substitute in practice.
Pattillo and Siebel stated that 
“relevance” and “materiality” are not 
synonymous terms and should not be 
treated as such by information 
providers or users. Relevance deter­
mines whether an item should be con­
sidered, whereas materiality indicates 
how important the item is to the user.17
Paul Grady listed ten basic concepts 
drawn from current experiences and 
views to which accepted accounting 
principles are oriented. Materiality was 
listed, relevancy was not. Each of the 
concepts were justified as providing 
qualities of usefulness and dependabili­
ty to accounting information.18 Grady 
offered the following definition:
A statement, fact, or item is material, if giving 
full consideration to the surrounding cir­
cumstances, as they exist at the time, it is of such a 
nature that its disclosure, or the method of 
treating it, would be likely to influence or to “make 
a difference” in the judgment and conduct of a 
reasonable person. The same tests apply to such 
words as significant, consequential, or impor­
tant.19
Materiality is necessarily a matter of 
judgment concerning proportions. An 
unrealistic attachment to exactitude has 
caused much confusion over materiali­
ty. Some have erroneously elevated 
materiality to the status of a basic ac­
counting concept. And, unfortunately, 
some rather suspect accounting practice 
has been hidden behind the cloak of im­
materiality.20
Importance of Relevancy to Accounting
Most accountants would likely agree 
that the modern accounting system 
should be a multi-purpose integrated in­
formation system flexible enough to 
achieve management’s information 
needs. The distinction between financial 
and management accounting is primari­
ly that of distinguishing the user and 
purpose for which the information is 
processed. The concept of relevancy is 
fundamental to both financial and 
management accounting. If this con­
cept is disregarded or ineffectively im­
plemented, the service rendered to 
management and other users will be in­
adequate and/or misleading.
The management accountant 
provides many information services, of 
which, income determination is one. It is 
imperative that the accountant be able 
to distinguish the relevant from irrele­
vant data. The quality of relevancy is an 
indispensable tool of information ser­
vice to management.21
The American Accounting Associa­
tion identified relevance as one of the 
four basic standards (relevance, 
verifiability, freedom from bias, quan­
tifiability) for accounting information. 
Information which does not adequately 
meet these criteria collectively is un­
acceptable. Primary importance was at­
tributed to relevance.22
The standard of relevance is primary among the 
four recommended standards. Although not suf­
ficient as a sole criterion, it represents a necessary 
characteristic of all accounting information. None 
of the other standards has this position of 
primacy...23
In statement No. 4 of the Accounting 
Principles Board, it was noted that a set 
of seven qualitative objectives aid in 
determining what and how resources 
should be measured and reported to 
make the information most useful. Of 
the seven qualitative objectives, 
relevance is primary.24
The objective of relevance helps in selecting 
methods of measuring and reporting in financial 
accounting that are most likely to aid users in 
making the types of economic decisions for which 
they use financial accounting data...Relevance is 
the primary qualitative objective because informa­
tion that does not bear on the decisions for which 
it is used is useless, regardless of the extent to 
which it satisfies the other objectives.25
The importance of relevance is not 
whether it is a standard or objective, but 
rather the conscious use of the concept 
by accountants in fulfilling their role. 
The resort to legalism and the inap­
propriate and overzealous use of 
generally accepted accounting prin­
ciples can only result in continued 
criticism as a result of what Abraham 
Briloff has termed “creeping 
irrelevance.”26 Perhaps, it is best to view 
relevancy as a criteria by which account­
ants can better select appropriate data 
for various decision models.
Summary
As a concept, relevancy is difficult to 
define in an operational sense. None­
theless, its importance to the account­
ing process cannot be overstated. Utili­
ty and materiality are used as surrogates 
for relevancy in financial accounting. 
This, too often, results in emphasis be­
ing misplaced. If accounting informa­
tion does not meet the criteria of 
relevance it cannot have the quality of 
usefulness. Materiality is considered by
many accountants to be synonymous 
with relevancy. However, it is important 
to recognize that an item is relevant if it 
is inherently related to the use of the 
data, and material if it is important 
enough to be considered.
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Accounting For Acquisition Of Foreign Subsidiaries
Editor:
Ula K. Motekat, CPA, Ph.D. 
University of Massachusetts 
Amherst, Massachusetts
Since there is as yet no textbook 
devoted to the accounting problems of 
multi-national corporations, some of 
the problems will be discussed in this 
and future issues. The purpose is 
twofold: 1) it is hoped that the proposed 
solutions to problems not settled by 
authoritative pronouncements, such as 
APB Opinions and FASB Statements, 
will help readers; and 2) it is hoped that 
the suggested accounting practices will 
stimulate a dialogue in the profession 
which might lead to generally accepted 
accounting practices for multi-national 
corporations.
The problems encountered by ac­
countants in preparing financial 
statements of multi-national cor­
porations can be divided into roughly 
two categories:
1. There are problems inherent in the 
consolidation process per se which ac­
countants have to solve when they 
prepare financial statements for any 
American parent company, regardless 
of whether its subsidiaries and investees 
are domestic or foreign corporations. 
Some of these problems are, however, 
more likely to occur in multi-national 
groups and some of them are aggravated 
by the problems of foreign currency 
translations. This series of columns will 
explore only those consolidation 
problems which are more frequently en­
countered in multi-national groups and 
those which are made more difficult by 
foreign currency translations.
2. American parent companies with 
foreign subsidiaries and investees face 
additional problems which are caused 
solely by the fact that some of the stock 
investments are in foreign corporations 
that are subject to foreign laws and 
foreign business and accounting prac­
tices. One major problem area in this 
respect is the restatement of host coun­
try financial statements, prepared in ac­
cordance with foreign accounting prin­
ciples and practices and with foreign 
laws, into financial statements adhering 
to generally accepted accounting prin­
ciples. (GAAP). A very simple example 
is the reclassification of a French 
balance sheet prepared under the Plan 
Comptable to look like an American 
balance sheet. A more complicated ex­
ample is the problem posed by a British 
balance sheet in which an expensive of­
fice building in the City of London is not 
depreciated and the accountant must 
decide what adjustments to make before 
the British balance sheet can be con­
solidated with the American parent’s 
balance sheet.
Since laws and accounting principles 
and practices vary widely from country 
to country, the problems encountered in 
converting host country statements into 
statements under GAAP also vary wide­
ly and require detailed and expert 
knowledge of accounting in many coun­
tries. It is not the purpose of this series of 
columns to discuss in detail the financial 
statements of any one foreign country 
and to suggest ways of converting them 
into statements following GAAP. 
Rather, the purpose will be to focus on 
general patterns of foreign accounting, 
business usage, and laws and to discuss 
the problems they pose in the prepara­
tion of parent company or consolidated 
statements. An example of such a 
pattern is the wide-spread practice in 
other countries to record tax values on 
the corporate books and therefore to 
show no deferred taxes. All American 
companies with investees in any con­
tinental European country, for instance, 
are likely to run into this situation. By 
highlighting problem areas of general 
applicability the discussion can avoid 
getting bogged down in the specific laws 
and accounting principles of any one 
country and concentrate instead on 
general cases which can then be adapted 
to specific situations.
PROBLEMS AT ACQUISITION
Whenever an American company ac­
quires a substantial interest in the out­
standing voting stock of another com­
pany it must allocate its purchase price 
to the net assets of the investee. This is 
done by determing both the book value 
and the fair value of each asset and 
liability. In the case of foreign investees 
special problems can arise. They are the 
subject of this column.
Determination of Book Value
To determine the book value of the 
common stock of any investee company 
the American accountant may have to 
make two kinds of adjustments: 1) the 
book value of senior securities may have 
to be computed and subtracted from 
total net worth; and 2) the asset and 
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liability accounts may require ad­
justments to state them at their correct 
values. Both kinds of adjustment may be 
necessary when the book value of a 
foreign investee is computed.
Adjustments For Senior Securities
For an American investee company 
only the computation of the book value 
of the preferred stock is generally re­
quired. In the case of cumulative 
preferred stock this should, of course, 
include any dividends in arrears at the 
date of acquisition. The same treatment 
applies to the outstanding preferred 
stock of a foreign corporation.
In addition to typical preferred stock 
many countries recognize other forms of 
stock with a superior claim on dividends 
which are unknown in this country. The 
ones most frequently encountered are:
1. Founders’ shares are voting shares 
issued to the founders of the corpora­
tion. They are generally issued at par 
and are often redeemable at par. They 
are frequently entitled to multiple votes 
and higher dividends per share than or­
dinary common shares. Sometimes they 
have a preferential right to dividends 
similar to preferred stock. If they are 
redeemable, they usually retain all their 
dividend and voting rights after redemp­
tion but lose their liquidation value.
2. Benefit shares may be founders’ 
shares under another name. They may 
also be issued for services rendered, 
either at incorporation or later on, and 
the value of the services may or may not 
be recorded. If a value is recorded for 
them, it is generally their par value at 
which they often can be redeemed at any 
time without losing their voting and 
dividend rights. If no value is recorded 
for them, or if they have been wholly 
redeemed, they have no liquidation 
value. Like founders’ shares they may 
have multiple voting rights and superior 
and preferential dividend rights.
3. Partly or wholly redeemed shares 
are usually founders’ or benefit shares 
which have been redeemed, either whol­
ly or in part. In general, partial redemp­
tion reduces their liquidation value 
proportionately; total redemption 
eliminates their liquidation value. Part­
ly or wholly redeemed shares, however, 
usually retain all their dividend and 
voting rights.
If any of the shares described above 
have a liquidation value, it can serve as 
the starting point in the computation of 
their book value. But if they have no li­
quidation value or if they are entitled to 
proportionately larger dividends, the 
accountant has to determine what book 
value, if any, to assign to these shares. 
Even though they will not participate in 
the distribution of assets in liquidation, 
their rights to dividends do constitute a 
drain on earnings without a correspon­
ding contribution to them. Since these 
rights are similar to rights granted under 
longterm contracts they will be discuss­
ed more fully in that section.
Adjustments of Assets and Liabilities
Since presumably all balance sheets 
prepared by American corporations 
adhere to GAAP, the book values of 
assets and liabilities are generally not 
questioned at the date of acquisition. 
The only adjustments necessary are 
therefore corrections of errors, such as 
the omission of assets and liabilities and 
the over-or-undervaluation of estimated 
future expenses like bad debts and 
warranties.
The balance sheets of foreign cor­
porations, however, have not been 
prepared in accordance with GAAP. 
Therefore the first step is to restate the 
book values, as determined under 
foreign accounting principles, to book 
values conforming to GAAP. This treat­
ment is implicit in paragraph 10 of 
FASB Statement No. 8, which requires 
restatement of foreign financial 
statements to conform to GAAP if they 
are to be included in consolidated 
statements.
Two major differences between 
foreign accounting principles and 
GAAP are the wide-spread practice 
abroad of recording tax values on the 
corporate books and the excessive — to 
American tastes — conservatism in 
other countries which makes secret 
reserves highly desirable.
The logic behind recording tax values 
on the corporate books is beautifully il­
lustrated by the German accounting 
principle that the financial statements 
per books are the basis for the corporate 
tax return.1 Coupled with the German 
income tax law, which states that deduc­
tions can be taken on the tax return only 
if they are recorded on the corporate 
books, this means in fact that the tax 
return constitutes the basis for the finan­
cial statements.
In many foreign countries the tax 
code prescribes the useful lives of fixed 
assets and totally disregards corporate 
intentions and differences among firms. 
For example, in Austria buildings con­
structed before 1940 have a tax life of 
forty years, buildings constructed after 
1945 have a tax life of fifty years. (Ap­
parently no buildings were constructed 
in Austria during World War II.) This 
means that buildings constructed in 
1930, 1830, and 1730 and now acquired 
by a taxpayer all have a forty-year life. 
Across the border in Germany, on the 
other hand, the decisive construction 
date is December 31, 1924. Buildings 
constructed by that date have a forty­
year tax life, buildings constructed after 
that date have a fifty-year tax life.
Another feature of foreign tax laws is 
that quick write-offs are often granted 
for assets located in certain parts of the 
country, such as southern Italy and 
West Berlin, or for assets serving 
specific purposes, such as noise and air 
pollution abatement. The quick write­
offs are handled in various ways: the 
useful life can be reduced drastically, 
allowing a company to write off a fac­
tory building in five or ten years; or the 
useful life can be stated realistically, but 
a large proportion of the cost can be 
written off in the first few years, allow­
ing a company to write off half the cost 
of a machine with a ten-year life in the 
first two years.
A third practice common in many 
countries is that the tax code permits the 
expensing of assets costing less than a 
specified amount. This amount can be 
substantial; in West Germany, for in­
stance, it’s DM 800 (about $330 at 
current exchange rates). Given the ex­
treme conservatism in many countries 
and the understandable desire to reduce 
income tax liabilities, companies 
generally take advantage of this feature 
of their tax code.
Many foreign tax codes contain a 
feature similar to the United States In­
ternal Revenue Code under which gains 
on the sale of certain assets are not taxed 
if the proceeds from the sale are invested 
in similar assets. In general such non- 
taxable gain reduces the tax basis of the 
new asset, as it does in this country. In 
other countries, however, this non- 
taxable gain is often recorded as a credit 
to the asset account, thus understating 
the book value of the new asset.
In all of these situations the American 
accountant should recompute the book 
value of the fixed assets to conform to 
GAAP and set up a deferred tax ac­
count. The computation of the balance 
in the deferred tax account may be 
further complicated if corporate tax 
rates in the host country have changed 
in the past, since APB No. 11 requires 
that each year’s tax deferral be com­
puted at that year’s tax rate. Strict 
adherence to APB No. 11 would mean 
determining the difference between tax 
and book (under GAAP) depreciation 
for each year since the asset was ac­
April 1977/21
quired and multiplying each year’s 
difference by that year’s corporate in­
come tax rate — truly a formidable task.
Although foreign tax codes exercise 
their greatest influence over the book 
values of long-term assets, their effect 
on other items in the balance sheet can 
also be substantial. In many countires, it 
is permissible to reduce inventories by 
an allowance for actual or potential 
price increases, especially in world 
market prices, resulting in the extreme 
case in Sweden of inventories with credit 
balances.1 2 Many tax codes also permit 
the deduction of estimated future ex­
penses and expenditures if an allowance 
is set up on the books. In Germany, for 
instance, it is permissible to make a tax 
deduction and set up a corresponding 
allowance for repairs actually under­
taken during the first three months after 
the end of the taxable year.3 In cases 
where allowances are shown on the cor­
porate books which are not in accor­
dance with GAAP, restatement of the 
balance sheet requires their elimination 
and the recognition of their deferred tax 
impact.
1 Herbert Broenner, Die Bilanznach Handels — 
und Steuerrecht (Seventh edition; Stuttgart: 
Fachverlag fuer Wirtschafts — und Steuerrecht 
Schaeffer & Co. GmbH, 1968), pp. 87-89 and 96- 
103.
2 Arthur Andersen & Co., Tax and Trade Guide 
— Sweden (Arthur Andersen & Co., June 1972), 
p. 33.
3Price Waterhouse & Co., Information Guide 
for Doing Business in Germany (Price 
Waterhouse & Co., May 1970), p. 32.
Once the fixed assets and the related 
tax-deductible allowances have been 
restated under GAAP a large propor­
tion of the secret reserves should have 
disappeared. However, in many coun­
tries secret reserves are also common 
practice in many countries to overstate 
taxable deductions by taking 
questionable deductions, and thereby to 
understate the tax liabilities.
All such credit balances should be 
restated at realistic amounts and, if 
applicable, deferred tax accounts 
should be set up.
Determination of Fair Values
APB No. 16 sets out the methods of 
valuing the assets and liabilities of a cor­
poration whose net assets or shares are 
purchased by another corporation 
(paragraph 88), and the adjustments 
necessary when some or all of the fair 
values are non-deductible for tax pur­
poses (paragraph 89). These methods 
should, of course, be applied to the 
valuation of the net assets of a foreign 
and domestic corporations, two poten­
tial problem areas exist in foreign stock 
acquisitions: long-term receivables and 
payables and long-term contracts.
Long-term Receivables and Payables
APB No. 16 states that long-term 
receivables and payables should be 
valued at their net present value using 
the current interest rate to discount 
future payments. In the case of a foreign 
investee the question is: whose current 
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interest rate? It can be argued that the 
host country’s rate is the appropriate 
one since that is the rate at which the in­
vestee would probably borrow or lend if 
no relationship existed between it and 
the American investor company. It can, 
however, also be argued that the current 
American rate should be used, since that 
is the rate at which the American in­
vestor would borrow or lend money. 
And, thirdly, it can be argued that the 
lower rate should be used for payables 
and the higher one for receivables, since 
a multi-national group will presumably 
borrow in the country with the lowest 
rate and lend in the country with the 
highest rate — all other things being 
equal. Since long-term interest rates 
have generally been substantially lower 
in the United States than in other coun­
tries a significant difference can arise in 
net present values. The best argument 
can probably be made for the host coun­
try’s rate because then all assets and 
liabilities will be valued in the local 
market without regard for the identity 
of the investor company.
Long-term Contracts
In any acquisition, whether of stock 
in a domestic or a foreign corporation, 
the valuation of long-term contracts can 
present problems. GAAP require, for 
instance, that the anticipated loss on a 
long-term contract for materials at a 
price above the current market price 
should be recognized currently. If this 
concept is expanded to long-term service 
contracts, then anticipated losses on 
them should also be recognized current­
ly.
To take a simple example: If an 
employee of the investee company holds 
an employment contract for five years at 
$50,000 per year and the investor com­
pany plans to lay off this employee, a 
loss of $50,000 per year for the next five 
years can be anticipated. The loss to be 
recognized currently is the present value 
of the five payments of $50,000, each 
discounted at the current interest rate.
This situation is more frequently en­
countered in multi-national groups than 
in domestic groups for two reasons: 1) 
long-term employment contracts are 
more common in other countries and 
often extend down the corporate 
hierarchy to middle-management levels, 
and 20 personnel changes due to the in­
troduction of American management 
principles are more likely to happen in a 
foreign than in a domestic investee.
In addition, long-term contracts call­
ing for future payments without a cor­
responding contribution to profits exist 
in other countries. Such contractual 
obligations are rare in the United States.
One example is the duty to pay 
dividends on shares which have no par 
or liquidation value, such as benefit and 
redeemed shares mentioned previously. 
Additionally, European firms have 
long-term contracts with members of 
the board of directors which entitle 
them to a share of the profits each year 
in addition to fees for attending direc­
tors’ meetings.
The computation of future dividends 
and profit distributions to directors is 
complicated further because these 
payments are based on the distributable 
net income as determined under the law 
or the accounting principles in the host 
country — not net income under GAAP 
— and also because these payments are 
profit distributions and generally not 
deductible for income tax purposes by 
the investee company.
The two methods for treating such 
potential liabilities are to record them at 
their net present value, or to ignore 
them. Under the first method payments 
under these contracts would be debited 
to the liability accounts; under the se­
cond alternative they would be recorded 
as expenses. The effect on net income 
would, however, probably be similar 
since goodwill would be larger under the 
first method, resulting in larger amor­
tization expense. The most feasible 
method is a compromise between the 
two alternatives so that future payments 
which are either known, or can be es­
timated fairly accurately, are recorded 
at their net present value and the 
remainder are left unrecorded, thus 
decreasing the amount of goodwill.
Conclusion
The preceding discussion has 
highlighted only a few of the problems 
American accountants are likely to en­
counter when they have to account for 
the acquisition of a foreign investee 
company. After they have solved the 
problems of determining the book and 
fair values of the investee’s net assets 
they must still convert the local currency 
into United States Dollars. Fortunately 
FASB Statement No. 8 anticipates most 
questions in this area and provides 
answers to them.
The SEC Professional 
Accounting Fellow Program
The memorandum that follows was provid­
ed by Mary L. Cox who is a member of the 
District of Columbia Chapter of American 
Society of Women Accountants, and who 
has been on the staff of the Securities and 
Exchange Commission since 1942. She 
entered as a Junior Accountant in the Divi­
sion of Public Utilities and is presently a 
Senior Staff Accountant in the Division of 
Enforcement.
Appointment of a woman, or women, to the 
SEC Professional Accounting Fellow 
Program would reflect to the credit of both 
women and the commission. We are pleased 
to present selections from the memorandum 
in the hope that publication will serve as a 
catalyst for constructive reaction between 
the commission and our qualified readers.
Nature Of The Program
The program is designed to appoint 
outstandingly qualified professional ac­
countants to the staff of the Office of the 
Chief Accountant of the U.S. Securities 
and Exchange Commission for two- 
year non-renewable terms. Each year, 
two SEC Fellowships will be appointed 
for a two-year term.
The SEC Fellow will be assigned to 
work under the direct supervision and 
guidance of the Chief Accountant of the 
Commission. Specific work 
assignments will be developed jointly by 
the Chief Accountant and the SEC 
Fellow and will depend upon the needs 
of the commission at the time and the in­
terest and personal qualifications of the 
SEC Fellow. Typically, assignments will 
generally involve questions of SEC ac­
counting regulatory policy in which the 
SEC Fellow will be expected to develop 
innovative ideas and problem-solving 
concepts within the framework of SEC 
and public accounting operations. They 
include the study of significant accoun­
ting and disclosure issues or concepts, 
the public announcement of the results 
of informal rule-making procedures, 
and some evaluation of current repor­
ting by registrants.
The SEC Fellow may perform 
research, develop position papers, and 
relate with various governmental and 
private professional accounting 
research committees. A portion of time 
is expected to be devoted to tasks 
designed to increase knowledge of the 
functions of the Commission as a whole, 
both through brief work assignments in 
other Divisions and Offices and/or 
through cooperative efforts with those 
organizations. There may also be 
assignments to programs relating to 
other Federal agencies where there is a 
mutuality of interest with the SEC.
Eligibility Requirements
1. Undergraduate degree from an 
accredited college or university with ma­
jor study in accounting or auditing, (A 
Master’s degree in accounting is 
preferred but not mandatory.)
2. A minimum of five years of ex­
perience in public accounting work 
(teaching college at the college level 
would qualify as such experience). This 
experience must have included work 
which provided the candidate with an 
understanding of SEC accounting 
and/or SEC registration procedures.
In addition, 1-2 years of this ex­
perience must have been acquired at the 
“Manager” level in a public accounting 
firm or in an organization which has 
provided equivalent experience.
3. Candidates must possess a cer­
tificate as a Certified Public Accountant 
from a State, Territory, or the District 
of Columbia.
Application Process
Interested candidates should obtain 
from the Office of Personnel, Securities 
and Exchange Commission, 
Washington, D.C., 20549, a local Civil 
Service Commission Regional Office, or 
a local Post Office, a Standard Form 
171, Personal Qualifications Statement. 
This statement, together with a four-to- 
ten page essay on a subject of interest to 
the candidate and directly related to ac­
counting and the work of the Securities 
and Exchange Commission, should be 
filed with the Chief Accountant of the 
Securities and Exchange Commission, 
Washington, D.C. 20549. There also 
must be included with the application at 
least two letters of recommendation 
from persons not related to the can­
didate who must have definite 
knowledge of his or her professional 
ability and qualifications. Inquiries 
about the Program may be addressed to 
the Chief Accountant.
Applications will be accepted from 
October 1 through December 31 of each 
year for the appointment to be made in 
April of the following year.
Conditions Of Appointment
SEC Fellows will be required to sever 
all ties with their prior employers before 
accepting appointment. They will be 
subject to the conflict-of-interest laws 
applicable to Federal employees and 
must agree in writing to adhere to the 
“Regulation Regarding the Conduct of 
Members and Employees and Former 
Members and Employees of the 
Securities and Exchange Commission.” 
This does not prohibit their return to 
their former employer.
No SEC Fellow will be assigned to en­
forcement activities or to work on in­
dividual cases or matters in which the 
firm with which he or she was previously 
associated is involved in any way.
The salary level for each SEC Fellow 
generally will be established at the 
minimum or entrance level rate of pay 
for the grade of the position involved, 
which normally will be GS-13, 14 or 15. 
However, in those cases where the 
Fellow’s existing pay (including 
bonuses, consulting fees, fringe benefits, 
etc.) and the uniqueness of his 
qualifications are such as to merit it, the 
United States Civil Service Commission 
will be requested to grant the necessary 
prior approval for setting the Fellow’s 





Financial Accounting Standards Board
Editor:
Marilyn J. Nemec, CPA
Partner, Alexander Grant & Company
Chicago, Ill.
FASB NEED SUPPORT
There have been an increasing 
number of articles and speeches by 
members of the financial community 
and others criticizing the FASB. Unfor­
tunately, these critics include one of the 
largest public accounting firms in the 
country. Criticism from this firm may 
not be as surprising as one would think 
when it is recalled that the same firm was 
expounding the creation of a federally 
established Court of Accounting Prin­
ciples (independent of the profession 
and regulatory commissions and having 
its decisions binding on all) at the time 
the FASB’s predecessor, the Accoun­
ting Principles Board, was in its early 
days struggling with the matter of ac­
counting for the investment credit. 
There was also a report of the U.S. 
House of Representatives subcom­
mittee, which has legislative jurisdiction 
over the Securities and Exchange Com­
mission and is chaired by Represen­
tative John E. Moss, containing a state­
ment that the “FASB has accomplished 
virtually nothing towards resolving fun­
damental accounting problems plagu­
ing the profession.” More recently, a 
staff report of the Senate subcommittee 
on Reports, Accounting and Manage­
ment, chaired by Senator Lee Metcalf, 
included this sentence, “Accounting 
issues are too important to be left to ac­
countants alone.” This report advocates 
that the federal government have sole 
and direct responsibility for establishing 
accounting and auditing standards 
relating to publicly-held companies. It 
included recommendations for govern­
ment oversight of the firms who audit 
the financial statements of companies 
subject to the Federal Securities laws 
and for relieving the excessive concen­
tration in a small number of firms (the 
“Big Eight”) of the audits of most of the 
country’s major corporations that are 
publicly held.
Both critics and proponents usually 
mention the necessity for the project on 
basic conceptual framework for finan­
cial accounting and reporting to be com­
pleted. The FASB placed this project on 
its initial agenda published in April 
1973. Work on the project was begun in 
December 1973 by the appointment of a 
task force. In 1974, a discussion 
memorandum for the initial phase of the 
study was issued and a public hearing 
conducted. The discussion memoran­
dum was based on results of a study 
authorized by the American Institute of 
Certified Public Accountants, the 
results of which were published in Oc­
tober 1973 as the “Report of the Study 
Group on the Objectives of Financial 
Statements” and generally referred to as 
“The Trueblood Report” since Robert 
M. Trueblood was chairman of the 
study group.
In the meantime, the FASB’s work on 
agenda projects was interrupted to put 
out some fires, that is, to consider 
currently arising accounting and report­
ing problems and promulgate ap­
propriate standards. The FASB thus in­
herited some of the older APB’s 
awkward position in developing in­
dividual accounting principles or stan­
dards without the benefit of a concep­
tual framework, and possibly creating 
more inconsistencies in generally 
accepted accounting principles. It must 
be assumed that handling these current 
problems interrupted the FASB’s work 
on the conceptual framework project.
A second discussion memorandum 
analyzing issues related to the other 
phase of the conceptual framework pro­
ject, elements of financial statements 
and their measurement, was issued in 
December 1976. It was accompanied by 
a booklet setting forth the tentative con­
clusions on objectives of financial 
statements based on the earlier discus­
sion memorandum and related public 
hearing, and a booklet capsulizing both 
the discussion memorandum and the 
tentative conclusions. Public hearings 
are scheduled for the end of June 1977.
Of seven projects on the FASB’s 
original agenda, only the conceptual 
framework and criteria for determining 
materiality are not completed. 
Statements of Financial Accounting 
Standards relating to the others have 
been issued as shown on the table on the 
following page.
FASB No. 10 issued in October 1975 
merely deleted the deadline (October 31, 
1975) for the exceptions in the “Grand­
father” provisions for business com­
binations. This was needed because, 
while consideration of accounting for 
business combinations and related in­
tangibles was one of the first projects 
added to the FASB’s agenda, it was 
determined that the scope of the project 
as originally contemplated would have 
to be expanded and would require ad-
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No. 2 Accounting for Research and 
Development Costs October 1974
No. 7 Accounting and Reporting by 
Development Stage Enterprises June 1975
No. 5 Accounting for Contingencies March 1975
No. 11 Accounting for Contingencies — 
Transition Method December 1975
No. 8 Accounting for the Translation 
of Foreign Currency Transactions 
and Foreign Currency Financial 
Statements October 1975
No. 13 Accounting for Leases November 1976
No. 14 Financial Reporting for Segments 
of a Business Enterprise December 1976
FASB No. 1, Disclosure of Foreign 
Currency Translation Information, was 
issued in December 1973 as a temporary 
solution and was superseded by FASB 
No. 8. Standards issued in response to 
currently arising problems were: 
No. 3 Reporting Accounting Changes 
in Interim Financial Statements December 1974
No. 4 Reporting Gains and Losses 
From Extinguishment of Debt March 1975
No. 6 Classification of Short-Term 
Obligations Expected to be 
Refinanced May 1975
No. 9 Accounting for Income Taxes — 
Oil and Gas Producing Companies October 1975
No. 12 Accounting for Certain Marketable 
Securities December 1975
ditional time to complete. A discussion 
memorandum on business com­
binations was issued in August 1976, but 
the public hearing scheduled for May 
1977 has been postponed and will be 
rescheduled to a date following the hear­
ing on conceptual framework. In addi­
tion, the FASB has issued fifteen inter­
pretations, four relating to Opinions of 
the APB and eleven relating to previous­
ly issued Standards of the FASB. When 
these Standards and Interpretations are 
considered in conjunction with the dis­
cussion memorandum, public hearings, 
exposure drafts and, in some cases, 
revised exposure drafts, the critics must 
admit that the FASB has accomplished 
much in its relatively short existence.
Conceptual Framework
The tentative conclusions about ob­
jectives of financial statements of 
business enterprises are that they should 
provide information:
• Useful to present and potential in­
vestors and creditors in making 
rational investment and credit 
decisions;
• That helps investors and creditors 
assess their primary interest in the 
statements, the prospects of receiv­
ing cash from dividends or interest 
and from proceeds from the sale, 
redemption or maturity of 
securities or loans; and
• About the economic resources of 
an enterprise and its obligations to 
transfer economic resources to 
others, which are sources and 
causes of prospective cash inflows 
and outflows, and its earnings, 
which are the financial results of its 
operations and other events and 
that affect the enterprise.
The final portion of the document 
attempts to discern the kinds of infor­
mation that financial accounting can 
provide to meet the information needs 
of investors and creditors and explains 
why enterprise earnings based on ac­
crual accounting may be the best in­
dicator of an enterprise’s ability to bring 
in cash and why that ability is a matter 
of primary concern to investors and 
creditors.
Discussed in the memorandum are 
definitions of the elements of financial 
statements under two conceptual views 
of earnings, the asset and liability view 
and the revenue and expense view; 
qualitative characteristics of financial 
information, such as relevance, reliabili­
ty and comparability, as well as the 
necessary or appropriate trade-offs, for 
example sacrificing the reliance of 
historical cost for the relevance of 
current value. The memorandum ex­
plains measurement of the elements of 
financial statements in terms of two 
alternative units of measurement (money 
or general purchasing power) applied to 
five attributes that are candidates for 
measurement (historical cost and 
historical proceeds, current cost and 
current proceeds, current exit value in 
orderly liquidation, expected exit value 
in due course of business and present 
value of expected cash flows).
The paragraphs above represent a 
very brief summary of these important 
documents. The conclusions finally 
reached after the public hearings and ex­
posure drafts will have a most signifi­
cant impact on the future of financial in­
formation and, therefore, on the ac­
counting profession. Readers should, to 
the extent possible, add their imput to 
the responses of their firms.
Accounting for Leases
FASB No. 13 supersedes Opinions 
No. 5, 7, 18 (Paragraph 15 only), 27 and 
31 of the Accounting Principles Board. 
Accounting and reporting by both 
lessors and lessees are covered. The 
provisions also apply to agreements (not 
identified as “leases”) that convey a right 
to use property, plant and equipment 
for a stated period of time, for example 
heat supply contracts for nuclear fuel. 
Leases regarding natural resources and 
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licensing agreements for patents, 
manuscripts, etc. are excluded.
Several definitions, detailed criteria, 
instructions for dealing with certain 
types of leasing transactions and certain 
exemptions are set forth in the State­
ment. The criteria for classification as 
other than an operating lease are sum­
marized as follows:
Lessees — Classified as a capital 
lease if anyone of these four criteria is 
met:
1. The lease must transfer title to the 
lessee by the end of the lease term,
2. The lease must give the lessee a 
bargain purchase option,
3. The lease term must equal 75% or 
more of the estimated economic 
life of the property, or
4. The present value at the begin­
ning of the lease term of minimum 
lease payments must equal or ex­
ceed 90% of the excess of the fair 
value of the property over any 
related investment tax credit 
retained by the lessor.
Lessors — Classified as either a 
“sales type” or a “direct financing 
lease”, as defined, if any one of the 
above criteria and both of these two 
criteria are met:
1. Collectibility of payments from 
the leasee must be presently 
predictable (subject only to nor­
mal credit risk), and
2. The amount of future costs to be 
incurred by the lessor must not be 
subject to important uncertain­
ties.
For lessors there is another classifica­
tion of direct financing leases, the 
leveraged lease, involving further 
criteria.
Specific disclosures required of both 
lessor and lessee under each type of lease 
are included in the statement as well as 
illustrations of each. Under the assump­
tion that the most common disclosure is 
that regarding operating leases of the 
lessee, these requirements, which differ 
slightly from No. 31, are given in detail:
• For operating leases having initial or 
remaining non-cancelable lease 
terms in excess of one year:
■ • Future minimum rental payments 
required as of the date of the latest 
balance sheet presented, in the 
aggregate and for each of the five 
succeeding fiscal years.
• • The total of minimum rentals to 
be received in the future under 
non-cancelable subleases as of the 
date of the latest balance sheet 
presented.
• For all operating leases, rental ex­
pense for each period for which an 
income statement is presented, with 
separate amounts for minimum ren­
tals, contingent rentals, and sublease 
rentals. Rental payments under 
leases with terms of a month or less 
that were not renewed need not be in­
cluded in reporting.
• A general description on the lessee’s 
leasing arrangements including, but 
not limited to, the following:
• • The basis on which contingent 
rental payments are determined.
• • The existence and terms of 
renewal or purchase options and 
escalation clauses.
• • Restrictions imposed by lease 
agreements, such as those 
concerning dividends, ad­
ditional debt, and further leasing.
The provisions concerning effective 
date and transition are as detailed as 
many of the requirements, and reference 
should be made to the Statement. 
Generally, the disclosure requirements 
are effective for calendar or fiscal years 
ending after December 31, 1976 (or dur­
ing the seven days preceding or follow­
ing that date of 52-53 week fiscal years). 
Classification and accounting 
provisions apply to leases and lease 
revisions entered into on or after 
January 1, 1977 unless consummated 
pursuant to a written, signed agreement 
entered into prior to that date. 
Restatements for leases in effect at 
December 31, 1976 are required for 
calendar or fiscal years beginning after 
December 31, 1980 but may be done any 
time prior to that date. For any calendar 
or fiscal year ending after December 31, 
1976 thru December 31, 1980 that early 
adoption has not been made, disclosure 
of the effects on the financial statements 
of application to leases existing at 
December 31, 1976 must be made.
The staff of the SEC has indicated 
that Rule 3-16(q) of Regulation S-X and 
Accounting Series Release No. 147 will 
be amended in accordance with FASB 
No. 13 and that immediate adoption of 
all provisions including retroactive 
application will be required except in 
those cases where it would conflict with 
restrictive covenants of the registrant’s 
various financing and other agreements.
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Patricia C. Elliott, CPA, Ph.D. 
University of Washington 
Seattle, Washington
Editorial Comment:
Since this column is concerned with 
personal matters I shall be violating 
professional and technical writing stan­
dards by adopting a less formal style, in­
cluding the use of the first and second 
person form. My personal objective in 
editing this department will be to learn 
as much as possible about a variety of 
matters that affect you, and me, as a 
woman, worker, investor, family 
member, loved one, provider, and uni­
que person. Sharing these discoveries 
with you is my second objective and it 
can be better achieved with your help. If 
you have concerns that you feel may 
apply to other readers as well please 
drop a short note to offer your 
suggestions.
The first few columns will deal with 
financial security, starting with the 
basics of earning, and saving, and then 
with investing in stocks, bonds, real es­
tate, objects d’art, jewelry, or tax 
shelters. The preservation, use, and 
transfer of acquired assets through wills 
and trusts will receive our attention. We 
shall explore methods of building a 
future for the well-loved youngsters in 
our lives, and the possibilities for better 
care of aging dependents, as well as 
strategies for our own pleasant retire­
ment.
It is comforting to be financially 
secure, it is bliss to be both secure and 
happy so still other columns will treat 
topics of self-improvement through 
continuing education, psychological 
counseling, travel, and extra-career in­
terests. Since change is the only constant 
in life we shall also investigate other 
areas such as career changes, job mobili­
ty, aging, marriage, divorce or 
widowhood, remarriage, or not marry­
ing at all.
This initial column begins with the 
basics of personal security. Your per­
sonal goals are the major consideration. 
One woman may want to acquire 
enough wealth to retire at age forty-one; 
another may want to educate her 
triplets; still another may want to take a 
year off to cruise around the world. One 
common problem is our failure to clear­
ly articulate our goals, even to ourselves.
Personal goals depend entirely upon 
your own personality, likes and dislikes. 
One excellent book1 suggests you focus 
on your true heart’s desire. Consider 
what you really want to do, without 
reference to the expectations of others. 
You can later adjust for family con­
siderations. Remaining in a job you do 
not like because of financial obligations, 
social pressures, and an unchecked 
propensity to consume may enable you 
to survive but not to live comfortably 
and be happy with your life. As the years 
pass the only things you have to spend 
or misspend are money, love, time and 
effort. There are hundreds of books and 
articles on the middle-age syndrome and 
attendant feelings of uselessness. It 
seems to be a malady common to both 
men and women, whether career women 
or housewives. Some people dream 
dreams and others live them. Which do 
you want to do? For example, if you are 
thirty-six and want to get a degree in 
zoology but hesitate to do so because 
you will be forty-one by the time you get 
it, keep in mind that you will be forty- 
one in five years whether you become a 
zoologist or not.
One way to start is to assess your 
goals. Lakein2 suggests you take two 
minutes and fill one page with every goal 
you can think of: money, career, 
physical, family, social, community, 
spiritual and personal. Then weed out 
and eliminate some of them that are 
totally unrealistic (“I want to be Presi­
dent in 1980;” “I want to marry Robert 
Redford”) but you should do the revi­
sion and elimination in an additional 
two minutes. Now choose the three most 
important ones. For each of these three 
goals write down one thing to do next 
week for each one. This converts your 
goal plan into an action plan. If you do 
one thing each week toward each of 
these three goals, soon they will be ac­
complished or at least exhausted as 
possibilities, at which time you can redo 
the exercise and pursue another goal or 
two.
If your goals are too general (“I want 
to be happy,” “I want to be successful”) 
you may want to try another exercise. 
Answer this question: How would you 
like to live if you knew you had only six 
months to live? Contracting the time 
alternative will force you to establish 
priorities and to be specific.
Another suggestion3 is to list twenty 
things you love to do. It may take a long 
time but the only criterion is that you 
must love to do all twenty things. Then 
do a series of eight things:
1. Put a dollar sign ($) next to the 
items that require an expenditure of at 
least $5 every time you do it (not count­
ing the initial investment in equipment).
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2. Identify which items you prefer to 
do alone (A), with people (P), or with a 
special person (S). (The special person 
can be a different person for each activi­
ty)
3. Put a R next to each item that in­
volves a risk, whether physical, 
emotional or intellectual.
4. Put an X in front of every item that 
you hope appears on the list of someone 
you love. (You can do the exercise with 
that person and compare lists when you 
are through.)
5. Note the last time when you did each 
of these things. (Estimation as close as a 
few months is all right.)
6. Place a number ten next to any item 
that would not have been on your list ten 
years ago.
7. Place a five next to any item that 
might not remain on your list after five 
years.
The final step involves reviewing your 
list. After completing and studying the 
list, make a series of “I've learned” 
statements about the exercise. These 
statements should have two first-person 
pronouns in them. Examples are “I was 
surprised to know that I like risky ac­
tivities,”; “I was disappointed to learn 
that I prefer to do most things alone.”
This exercise will help clarify in your 
own mind what you really like and what 
is important to you. From there, it is 
more clear what changes you have to 
make in order to live the way you want 
to and to do the things you want to do.
Almost invariably, women discover 
that at least some of their personal goals 
require money, and the accumulation of 
money requires effort.
Money objectives can be divided into 
short, intermediate and long-term ob­
jectives, but the basic financial re­
quirements are to have a steady income, 
adequate insurance for disastrous 
events and adequate liquidity and 
emergency funds for short term 
emergencies. Insurance will be the topic 
of a future column.
Assuming you have a job which 
provides a steady income, the first con­
sideration is acquiring (probably 
through saving part of that steady in­
come) enough assets for liquidity and 
for meeting your declared objectives. 
Regardless of your personal cir­
cumstances and objectives, the major 
problem is in making sure that your 
steady income exceeds your expenses.
Budgeting Income and Expenses
An important first step is preparation 
of a balance sheet. List all of your assets 
at fair, or current, market value and all 
of your debts. How do you honestly 
shape up? Your net worth may be im­
pressive, but the mink coat and designer 
originals in your closet will hardly pay 
your tuition to Karate school (if that is 
one of your objectives) and your expen­
sive household furniture cannot be 
readily converted into a one-way ticket 
to Zanzibar to study mating habits of 
fruit flies.
How do your debts shape up? Do you 
owe money on your condominium, ren­
tal property and business? Or on your 
furniture, last year’s vacation loan and 
fifteen credit cards? What are your 
monthly payments?
The preparation of an income and ex­
pense budget may be even more agoniz­
ing but be brutally honest with yourself. 
In preparing a one-year budget do not 
forget those expenditures that occur 
only once a year or so such as 
automobile insurance, additional in­
come taxes due, and Christmas 
presents. Pay particular attention to the 
timing of your expenses and plan ahead. 
One good approach is to make a 
worksheet by listing every check written 
in the past year. It will serve as a guide 
for future planning. Categorize all the 
common expenditures like food, rent, 
auto expense, gifts, and clothes, and 
carefully analyze the miscellaneous 
category. Then conscientiously code 
your expenses as fixed, semi-fixed or 
discretionary. The first two categories 
may be combined as “committed ex­
penses” for simplicity.
If a large excess income emerges from 
your budget, congratulations are in 
order for you, but check your math just 
to be sure. If you have more expenses 
than income now is the time to do 
something about it. There are only two 
ways to increase your savings (ignoring 
a windfall, a sugar daddy or a miracle): 
either increase your income or reduce 
your expenses. We shall concentrate on 
reducing your expenses. With a proper­
ly coded budget the obvious area of con­
centration your discretionary expenses 
and luxuries.
At this point a common reaction is “I 
cannot reduce my expenses. With my 
salary and commitments, I barely can 
make ends meet.” Anyone who is 
reading this can reduce her/his ex­
penses. The recent Nobel Prize winning 
economist, Milton Friedman, made his 
reputation, at least in part, with studies 
which led him to refute the Keynesian 
concept of propensity to consume. Dr. 
Friedman says that the old idea that “the 
more you make, the more you save” is a 
myth. He maintains, with impressive 
and convincing data, that people save 
about the same proportion of their in­
come regardless of the level of their in­
come. It is not suggested, however, that 
you adopt the extreme behaviour of that 
eccentric who lives in poverty, eats gar- 
bags scraps, wears rags, and has (it is 
discovered upon death) $60,000 stashed 
in a mattress. That makes good 
newspaper copy, but a wasted lifetime.
If you are really honest with yourself 
you could, within one year, reduce your 
expenditures by 20 percent. Many 
budget-cutting ideas are quite simple: 
ride the bus to work; carry your lunch in 
your briefcase (easier for dieters, better 
for your body anyway); do your own 
nails and hair; cut down on eating out; 
spend a weekend at free entertainment 
functions (check out the events at 
colleges, universities, churches, civic 
centers); get a library card and read; 
walk in the park; donate time and effort 
rather than money to charitable in­
stitutions. It is fun to make up your own 
budget-cutting ideas and exercise your 
ingenuity.
Do you really know where your 
money goes and how you became so far 
in debt? A quick test is to look at the 
balance on all your charge cards. If you 
cannot reconstruct what constitutes the 
balance within $10 and/or if any 
charges are over two months old, you 
are not managing your debt well and 
must take drastic action if you sincerely 
want to control your life and finances. 
Don’t be embarrassed at this point, 
however, you are in good company. Our 
business training and backgrounds do 
not make us immune to this common 
problem. We are as vulnerable as those 
less privileged.
There are several measures you can 
take. One is to go to your credit union or 
bank and take out a loan for the entire 
balances of your accounts, pay them off, 
and repay the loan at the lower interest 
rate in as large a monthly payment as 
you can manage. Depending upon your 
state of residence, the finance charges on 
charge cards run from 12 percent (stated 
as 1 percent per month to make it appear 
smaller) upwards. The most common 
rate is 18 percent (1½ percent per 
month). The really important step is to 
destroy all your credit cards. Otherwise, 
the temptation is to start charging all 
over again (after all, all the balances are 
now zero), run up another un­
manageable debt and wind up in even 
worse shape. Don’t even trust yourself 
to just leave them at home. It was your
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spontaneous, even compulsive, spen­
ding that led you into this predicament 
in the first place.
If your balances are relatively small, 
simply lock your cards away in your safe 
deposit box until all balances are zero 
and start at that point to pay every credit 
card balance in full every month. If you 
find your balances creeping up again, 
destroy the cards. If you absolutely must 
have a charge card for business travel 
purposes, retain only one card upon 
which the balances cannot be deferred, 
such as American Express or Diners’ 
Club.
If you cannot get a bill consolidation 
loan at a lower interest rate destroy your 
cards immediately, reduce your expen­
ditures as drastically as possible, and 
pay off the charge cards as fast as you 
can. Allocate the largest monthly 
amount you possibly can to paying these 
off. You cannot begin to get your finan­
cial affairs in order until these old, high 
interest rate debts are paid. It is quite 
painful because you probably don’t even 
remember the benefits from those ex­
penditures that are causing such strain 
now. The very best that can be said of 
this situation is that you will learn a 
lesson, however belatedly.
If misuse of your charge cards is your 
biggest problem another effective, if 
drastic, measure is to cash your salary 
check(s) for one month and pay all bills 
with currency. If certain bills have to be 
mailed, go buy postal money orders. 
The process of going around town and 
physically handing money over for bills 
(be sure to get receipts) will have quite 
an impact on you as to how much 
money you make and spend. During this 
month, pay cash for all expenditures, in­
cluding rent and gasoline.
Under normal circumstances, you 
deposit your salary and either charge or 
pay by check the bulk of your expen­
ditures. This can build up a rather 
remote attitude of money. “Funny 
money” (checks and credit cards) is 
much easier to spend thoughtlessly than 
“real” money. This technique of using 
money has been used successfully by 
many credit advising agencies — not to 
be confused with little loan shark com­
panies with names like the Friendly 
Credit Advisers, who often get you into 
worse trouble and who take over the 
finances of people on the verge of 
bankruptcy. Reputable agencies may 
also take away all your credit cards for 
the duration of getting your finances 
straightened out. It is critical to keep 
track of every dollar spent during this 
month. Not only will you gain insight 
and respect for your money, you will 
know exactly where it goes. If you are 
amazed to discover that you spend 
$168.14 per month on cosmetics, you 
can watch yourself and reduce such ex­
penditures.
Once you have your income and ex­
pense budget in shape you can make 
critical decisions about how you can 
reduce your discretionary expenditures 
to create funds for saving, investing and 
attaining your goals. You may even 
want to change your lifestyle to reduce 
your committed expenditures in the 
future. Best of all, you will have taken 
command of your finances and be ready 
to take on the responsibility of in­
creasing your assets and security, the 
topic of the next few columns.
Notes
1Thomas Porter and Durwood Alkire, Wealth, 
How to Achieve It (Reston, Virginia: Reston 
Publishing Company, Inc., 1976), p. 310.
2Alan, Lakein, How To Get Control of Your 
Time and Life, (New York: McKay, 1973).
3Don Briggs, Breaking Out, (New York: 
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THE ACCOUNTING SAMPLER, 
Third Edition, Thomas J. Burns and 
Harvey S. Hendrickson, editors; 
McGraw-Hill Book Company, New 
York, N.Y., 1976; 595 pages, $6.95 
(paper back)
This readings book contains articles 
written by distinguished scholars and 
leading practitioners from government, 
industry, and the accounting profession, 
a quote by Telly Savalas, and a quote 
from an advertisement for vodka. Ap­
proximately 90 percent of the 153 short 
articles were not included in the second 
edition. The articles cover a span of fifty 
years of writing of which 77 percent 
were written in the past five years with 
the majority published in 1975. Topics 
such as current controversies on recent 
developments in accounting (forecasts, 
leases, pensions, inflation accounting, 
franchising, human assets, mul­
tinationals, segment reporting, tax 
allocation, goodwill, GAAP, the 
Trueblood report, auditor’s liability, 
and extraordinary items) are covered as 
well as the conventional subject matters 
relating to financial statements.
The authors have selected subjects as 
diverse as international accounting, 
nonprofit organizations, social accoun­
ting, accounting organizations, 
rulemaking agencies, accounting 
history, and the Accounting Hall of 
Fame. Interesting articles on accounting 
for cattle ranching, a drive-in diner, 
Jack Nicklaus, United Fund Agencies, 
football teams, and nuclear fuel are in­
cluded in the collection.
The contents of the book were drawn 
from 75 sources and from leading ac­
counting and business periodicals from 
several countries (United States, 
Australia, England, New Zealand, 
Scotland, Canada, and the U.S.S.R.). 
Among the writers are practitioners 
such as a Peace Corps accountant, a 
movie accountant, a young CPA, an ac­
countant in the FBI, a retired accoun­
tant, an accountant for artists, a sports 
accountant, a management accountant, 
and a controller.
The book contains questions after 
each article as well as a correlation table 
relating selections to chapters of 13 
elementary accounting texts. There is a 
solutions manual available to instruc­
tors who might adopt the book for their 
classes.
This readings book is appropriate for 
the accounting student, the practicing 
accountant (both public and private), 
and the academician. It contains several 
aspects of the subject of accounting 
(theory and practice) and it highlights 
the policy maker’s (FASB, SEC, and 
CASB) role in the accounting profes­
sion. Since many different subject 
matters from many different sources are 
included, the reader is provided insight 
into pertinent matters in the accounting 
profession in the United States as well as 
other countries.
Bobbie Harper Hopkins, Ph.D. 
Mississippi State University
WOMAN AND THE WORKPLACE: 
THE IMPLICATIONS OF OC­
CUPATIONAL SEGREGATION, 
Martha Blaxall and Barbara Reagan, 
editors; The University of Chicago 
Press, Chicago, 1976; 326 pages, $3.95 
(paper back)
This volume of proceedings from a 
1975 conference sponsored by the 
American Economic Association’s 
Committee on the Status of Women in 
the Economics profession is good 
reading for the general public and 
professional women. The underlying, 
interlocking institutional factors in­
fluencing occupational segregation are 
examined (three or four articles per 
topic) with emphasis on three main dis­
ciplines — economics, history and psy­
chology/sociology. An interesting, per­
tinent comment section follows each 
main topic and a final section prescribes 
and evaluates policies to overcome such 
segregation.
Occupational segregation exists in an 
occupation whenever “the work force in 
that occupation does not contain a 
representative distribution of persons 
on the major demographic variables ac­
cording to their proportion in the adult 
population.” This definition extends the 
concept beyond sexual grounds to in­
clude other aspects such as age, race, or 
religious discrimination.
More familiar ideas explored are 
pressures from increased respon­
sibilities facing the woman who is un­
able to relinquish past homemaking 
duties upon labor force entry; laws 
defining the male as “head of the 
household” thereby implying female 
dependency; motivational studies show­
ing high work incentives among welfare 
mothers thwarted by their inability to 
find jobs paying even welfare level in­
comes; and male egos in need of earning 
larger incomes than their spouse’s 
30/ The Woman CPA
fostering low wages in female — domi­
nant professions such as nursing and 
teaching.
Less familiar elements discussed are 
whether low female aspirational levels 
reflect expected low returns from 
human capital investment or past 
socialization processes; labor market 
duality in socialist nations whose 
ideological rhetoric claims equality; 
female subjection as necessary to the 
support of capitalism; subtle dis­
criminatory behavior arising from es­
tablished business customs, e.g., spon­
sored for guiding on through pro­
motional channels; and the large num­
bers of women who remain unaware 
of discriminatory practices or of the 
benefits they derive from the women’s 
movement.
New ideas include an explanation of 
occupational segregation as a normal 
result of a self-sufficient homosocial 
male society where men “derive satisfac­
tion for their intellectual, physical, 
political, economic, occupational, 
social, power, and status needs — and in 
some circumstances their sexual needs 
— from other men.”Where their power 
and pecking order rests on resource con­
trol, and where woman’s lack of 
resource ownership decreases her 
usefulness. Female recognition comes 
mainly through sexuality, motherhood 
or other services which increase the 
male’s eminence in his world. A second 
idea calls for the development of a new 
science exploring the dimorphic nature 
of the human race. Using scientific prac­
tices, dimorphics studies societal 
systems and their resulting institutional 
forces from an interdisciplinary 
perspective.
The causes and consequences of oc­
cupational segregation unearthed in the 
book are similar to those espoused in 
popular women’s magazines; however, 
the depth of the analysis, adds needed 
rigor without sacrificing readability or 
understanding. Its more general 
scholarly approach clearly states 
assumptions, spells out definitions, 
gives data sources, states research 
methods and shortcomings, and 
suggests numerous areas for future 
research.
This book is fascinating, must reading 
for anyone who things economics is dry, 
dull, sterile and clinical. It shows dis­
criminatory practices and underlying 
values being legitimatized as they filter 
through an interactive social system. It 
raises awareness of subtle dis­
criminatory mechanisms and available 
legal safeguards. It shows that women 
are too busy comparing their work/pay 
status with JANE, when it should be 
JOHN, Doe. It adds much to the 




THE COMPLETE BOND BOOK, 
David M. Darst; McGraw-Hill Book 
Company, New York, New York, 1975; 
336 pages, $12.95 (cloth-cover).
The most singularly outstanding 
feature of The Complete Bond Book is 
perhaps its breadth and diversity of 
coverage. However, since investors are 
constantly confronted by inflationary 
pressures and a vacillating economic en­
vironment, change appears to be per­
vasive within the investment communi­
ty. Regardless of the particular invest­
ment medium, investors now appear to 
be making a concerted effort to derive 
maximum yield or return while limiting 
risk to the guidelines of some predeter­
minate level. The broad scope of this 
book is a tribute to the author and his 
perception in setting forth a comprehen­
sive list of available alternatives com­
plete with risk/return considerations. 
The author is very generous in his efforts 
to aid the reader in circumventing the in­
terpretation and selection caveats which 
beset contemporary investors.
The author delineates alternative 
courses of action which may be 
employed during varying economic 
climates and the different actions im­
plemented by the Federal Reserve 
Board. The author further contends that 
his approach should provide impetus to 
the reader in moving toward the 
development of new ideas and techni­
ques. The author reinforces the thesis of 
the proper detection of undervalued and 
overvalued securities and maintains that 
proper fixed-income security analysis 
must necessarily be integrated with an 
accurate assessment of the current and 
projected status of the economy. For ex­
ample, the author stresses several 
different tools that an investor might 
utilize in monitoring the money supply 
and credit. Monetary and economic 
data are presented from the standpoint 
of both their correct interpretation 
(Chapter 5), and their accessibility from 
informational sources.
Chapters six to eleven contain an 
overview of the specific security types. 
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government securities, securities of U.S. 
Government Agencies, money market 
in short-term investment vehicles, 
municipals or tax-exempt instruments, 
and corporate securities. Chapter 11 is 
focused on international securities, as 
the author enumerates the primary 
benefits and inherent risks of investment 
in international fixed-income security 
types. Chapter 12 is designed specifical­
ly to provide an abridged synthesis of 
the more common fixed-return security 
types. Chapters 13, 14, and 15 contain 
more sophisticated investment concepts 
and techniques. Coverage is extended to 
such areas as yield curve analysis, port­
folio transactions and improvements 
(i.e., such as swap transactions), and 
general and technical informational 
sources.
It is the opinion of this reviewer that 
this book is an excellent reference and 
informational source. The book is 
written with the express intention of be­
ing applicable to most investors. The 
book is conceived in such a manner as to 
assist the investor in becoming more 
judicious and discriminate in his invest­
ment selection. The orientation of the 
book is general but pragmatic and con­
tains an excellent framework for both 
macro- and microeconomic factors that 
may dictate some influence on any given 
fixed-return investment situation




URES UNDER INFLATION, Philip 
L. Cooley, Rodney L. Roenfeldt, and It- 
Koeng Chew, FINANCIAL MAN­
AGEMENT, Vol. 4, No. 3, Winter 1975.
The authors of this article present a 
capital budgeting model for explicitly 
incorporating inflation and which 
allows for uncertainties in real cash 
flows. As a starting point, the 
traditional risk-adjusted discount-rate 
(RADR) model is considered. In the 
remainder of the article, the authors 
relax, in a step-by-step fashion, six 
restrictive characteristics which are 
typically associated with the traditional 
RADR model.
First, in the traditional RADR model 
nominal cash flows are discounted. The 
authors argue that since an investment 
may be viewed as foregoing current for 
future consumption, real cash flows 
should be utilized not nominal cash 
flows. This is done by expressing the 
nominal cash flows in terms of dollars of 
the period in which the project is being 
considered.
Second, the traditional approach of 
using a constant risk-adjusted discount 
rate is changed in favor of discounting at 
the risk-free rate once the risk adjust­
ment has been made. Overadjustment 
due to compounding the risk premium is 
avoided.
Considering the difficult nature of 
capital budgeting in general, this article 
is written in a clear, concise manner and 
its subject matter is presented in a 
logical sequence. While the authors do 
present a model for explicitly con­
sidering inflation, their analysis actually 
goes beyond inflation alone. The inclu­
sion of such topics as depreciation tax 
shields and the proper risk-adjusted dis­
count rate procedure to use adds to the 
value of this article.




The Ship Scribe As 
Accountant in Medieval 
Sea Trade
Ship scribes performed duties of 
recording and summarizing transac­
tions occurring on sea ventures in the 
medieval period. One, sometimes two, 
scribes traveled on board each merchant 
ship the entire journey. By the thirteenth 
century the scribe’s role in sea ventures 
originating from Italian ports was well 
defined. In some respects he performed 
duties similar to those of a modern-day 
notary public, but the greatest amount 
of his time was spent on activities which 
we recognize today as those of a twen­
tieth century accountant.
The ship scribes were at first agents of 
investors who had entered into con­
tracts with sea merchants.1 Later, 
however, city statutes of those cities 
located on major water routes required 
the presence of scribes on ships trading 
at their ports.2 Ship scribes thus ac­
quired a responsibility to report to the 
local government as well as to the par­
ties with interests in the venture. In this 
role, ship scribes were expected to 
mediate the interests of all who were in­
volved in a venture, much as auditors to­
day attempt to maintain an in­
dependence in their position as servants 
of the public and private interests of 
those involved in an operation.
1Eugene H. Byrne, Genoese Shipping in the 
Twelfth and Thirteenth Centuries (Cambridge, 
Mass.: The Medieval Academy of America, 1930), 
p. 59.
2Walter Ashburner, The Rhodian Sea-Law 
(Oxford: Clarendon Press, 1909), pp. cxxxvii, 
clxxxviii.
3Ibid., p. cxxxviii.
4Byrne, Genoese Shipping, p. 60.
5Ashburner, Rhodian Sea-Law, p.cxxxvii.
6Robert S. Lopez and Irving W. Raymond, 
Medieval Trade in the Medieval World (New 
York: Columbia University Press, 1955), pp. 176- 
78.
7M.M. Postan, Medieval Trade and Finance 
(Cambridge: University Press, 1973), p.34.
The ship scribe entered transactions 
in a quaderno or cartularium, much as 
did landlocked bookkeepers in northern 
Italy during the thirteenth and 
fourteenth centuries. In this book, 
which served then much as do 
documents of a transaction or several 
transactions today, the ship scribe 
recorded inventories of goods received 
on board ship as these were loaded. He 
also recorded the removal of goods from 
the ship when they were sold or jet­
tisoned. Often this part of his quaderno 
was copied and given to the owner of 
goods immediately after loading. The 
owner then used the copy of the inven­
tory as a negotiable instrument. The 
scribe also recorded agreements with the 
mariners, mariners’ wages, and ex­
penses of feeding the mariners. Of 
course the contract between the 
merchant who went with the ship and 
the other investors was also an essential 
part of the scribe’s record.3
The ship scribe faced a problem com­
mon to accountants today, the valua­
tion of inventories. His problem was 
multiplied, however, by the necessity of 
repeating his inventory at each port of 
call and of recording entries involving 
many varieties of currency. He also was 
faced with the present-day problem of 
determining income, for he was required 
to keep track of sales and expenses to 
provide an accounting of profit for each 
investor.4
In some cities the quaderno was re­
quired to be deposited with a city 
authority as a public document. In cases 
of dispute between investors and the sea 
merchants the scribe’s book became an 
important part of the evidence.5
The role of the ship scribe probably 
evolved from that of the notary who 
commonly attested to documents and 
wrote agreements between parties in Ita­
ly and elsewhere during the medieval 
period. There exist commenda 
agreements which bear the attestation 
and signature of a notary in Venice in 
the early medieval period.6
Some similarities between the role of 
the scribe and the English scrivener are 
worth noticing. The scrivener reached a 
position of significant importance in the 
Middle Ages. He composed most 
diplomatic writings and wrote private 
bonds. He kept a record of these and 
other private documents which he 
notarized and his record was accorded 
the standing of evidence in merchant 
cases.7
In summary, the scribe was an ac­
countant who performed many modern 
functions of bookkeeping, including the 
analysis, recording, and classifying of 
information relating to transactions on 
the voyages in which he took part. He 
probably did not use ledger accounts as 
we know them and we have no evidence 
that he practiced double-entry 
bookkeeping. He held a position of 
public trust much as our public accoun­
tants today. His role probably 
developed out of the profession of the 
notary public as well as that of the 
bookkeeper.
Jack L. Carter
University of Cincinnati
